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CHAPTER | 


Recent economic developments in eastern Europe and the Soviet Union 


1. THE GENERAL PATTERN 


On balance, 1964 was a more favourable year for the 
economies of eastern Europe and the Soviet Union than 
1963. This is evidenced by an acceleration of the rate of 
growth of national (material) income in the Soviet 


_ _ Union and eastern Germany, the continuation of excep- 


tionally rapid expansion in Rumania and the fact that 
the 1963 decline came to a halt in Czechoslovakia. On 
the other hand, the rate of growth slackened somewhat 
in Bulgaria, Hungary and Poland after the particularly 
good 1963 performance, but only in Albania was the 
deceleration abrupt (see Table 1). 


These global figures reflect wide variations in the 
performance of the main sectors of output. Outside the 
_Soviet Union, where deceleration continued, the rates of 
industrial growth accelerated in 1964 everywhere, chiefly 
as a result of better supplies of raw materials and fuel, 
but also, in some countries, thanks to the very mild 
winter of 1964 following its very severe predecessor in 
1963. Fuller use of processing capacities was also facilitated 
in some countries of eastern Europe by higher export 
orders particularly for machinery and consumers’ 
manufactured goods. However, the effects of this accelera- 
tion on the rate of growth of national income were counter- 
balanced by stagnating or even slightly decreasing net 
agricultural production in Albania, Czechoslovakia, 
Hungary and Poland. Agricultural production probably 
increased somewhat in eastern Germany and more 
markedly in Rumania, but only in Bulgaria did it expand 
substantially. By contrast, the substantial increase in the 
rate of growth of national income achieved in the Soviet 
Union in 1964 can be entirely attributed to the marked 
increase of crop production after the 1963 setback and 
to the related expansion of transport and the initial (i.e. 
procurement) stage of retail trade. Building production 
also expanded more quickly in several countries of 
eastern Europe (partly on account of the better weather 
and because of the improvement in the supplies of 
building materials), while the increase in trade activities 
and transport remained roughly in line with overall 
growth. 


As far as can be judged from the incomplete and highly 
provisional data available, the 1964 changes of national 
income do not constitute any major departure from the 
tendencies observed in the past few years. This is obvious 
for the two countries at the extremes—namely, Czecho- 
slovakia and Rumania—but probably also for Bulgaria, 
Hungary and Poland, where a fairly stable growth trend 
of 5-6 per cent has been maintained since 1960. In eastern 
Germany, however, the acceleration of quantitative 


growth may reflect already a genuine improvement of the 
decelerating trend (observed since 1959) partly following 
on structural adjustments in industrial output and foreign 
trade. Given the preponderant importance of agriculture 
and foreign trade in the Albanian economy, year-to-year 
variations in the growth of national income are not 
unexpected. 


During the first six years of the current (1959-1965) 
Plan the net agricultural output in the Soviet Union 
increased by approximately 6 per cent. Since the variations 
in the rate of growth of industrial output in the past few 
years have been associated to some extent with changes in 
agricultural supplies, a reversal of the decelerating trend 
which has characterized the overall growth rate of the 
economy since 1960 would require a sustained expansion 
of agricultural output. 


As in the previous years, inter-country differences in 
rates of growth reflect to some extent changes in total, 
and particularly in non-agricultural, employment. It 
should be noted in this respect that, although the man- 
power shortage in eastern Germany and Czechoslovakia 
is an incontrovertible fact, in all the other countries the 
relatively slow growth of the non-agricultural labour 
force (which is to slow down further according to the 
1965 Plans) is mainly determined by the need—at present 
levels of technique—to restrain the outflow of labour 
from agriculture. Since potential labour reserves in 
agriculture are still very important in all but the two 
most industralized countries just mentioned, there can be 
little doubt that in the longer run the acceleration of 
their economic growth will depend increasingly on a 
much higher rate of growth of agricultural productivity, 
permitting a release of agricultural labour without jeo- 
pardizing the growth of agricultural supplies. This, in 
turn, would be bound to have beneficial effects on the 
dynamism of the most industrialized countries, since it 
would permit the necessary adjustments in the pattern 
of their domestic output through an intensification of the 
trade within the area. 


Little information is available concerning the contri- 
bution of foreign trade in 1964 to the growth of national 
income distributed domestically, but, in some countries 
at least, the contrast between 1963 and 1964 is quite 
striking. Thus, in Bulgaria, where in 1963 national income 
for distribution increased by 12 per cent, or by almost 
5 percentage points more than national income produced, 
the reduction in 1964 of the import surplus meant a 
substantially smaller rise in income for distribution than 


National income produced . 10.2 6.1 4.7 5.7 6.7 са 5 ca3 — 
National income distributed 13.0 2.4 6.3 a = e* LP мн 
Consumption . wasn te 1.6 4.3 5.8 = ca 5 ca 2 
of which: Individual . . . . 6.8 0.9 3.6 5.5 4 ag —1* 
Accumulation. .... 34.9 5.0 teal 10.7 as 9 * a 3 
of which: L 
Change in fixed assets . 34.3 —8.9 11.8 12.1 10 В 
Change in stocks 36.4 42.3 127 4.4 .. 
Poland т : 
National income produced . 4.5 lees 2.0 6.5 3.6 5 5:2. 
National income distributed 2.8 Sie 2 Byte) Е 4 5:5 
Consumption . . 85 6.1 3.6 4.5 3.5 4.5 4.7 
of which ; Individual 0.9 6.0 2.8 4.4 2.8 4 4.4 
Accumulation. . 6.6 10.9 — 10.4 4.3 2 TG 
of which : 
Change in fixed assets 9 3.7 8.3 16.7 1.6 0.1 4 9.3 
Change in stocks . 15.3 16.7 — 35.0 43.4 16.4* 2 2.8 * 
Виташа 
National income produced . 11 10 4% 10 a 10 
Soviet Union 
National income produced . Tel 6.8 5.7 4.2 7-8 с И 36 
National income distributed @ . 7.4 5.8 7.6 2.54 a 8.0 q 
Consumption @ 7.4 3.4 8.7 5.6 я та 
of which : Individual @ . 6.7 3.0 8.6 5.0 
Accumulation? . fhe 12.3 4.9 —5.6 | 
of which : 
Change in fixed assets @ 11.0 = 123 0.4 
Change in stocks? . 0.8 36.4 —5.7 14.5 


Sources : Statistical yearbooks, plans and plan-fulfilment reports: Hos с : 
5 ¢ . » pl = spo= 16 per cent over two years $ 
dafské поуту, 28 February 1964; and direct communication from the east German = о 


Central Statistical Office. а т т between national income produced and distributed is largely 
Е це to an increase in amortizati i i izati 
are neni pee ization quotas in 1964, With unchanged amortization 


| . : quotas the 1963 increase would be 4.1 per cent and the change of fixed assets 
5 Including uncompleted investments (included in “ stocks ” in the other countries would also be largely positive. 
shown). 


_in income ргодиседл Exactly the opposite happened in 
| Czechoslovakia, where the 1963 decline of national 
income produced was accompanied by a huge export 
surplus and hence a sharper decline in national income 
_ distributed. In 1964 the abrupt decline of the export 

surplus (see Section 6) must have permitted some increase 
of national income distributed in spite of the stagnation 
of production. Similarly, the significant gap in eastern 
Germany between the two growth rates in 1963, caused 
by the huge export surplus, narrowed considerably in 
1964. In Poland national income produced grew more 
quickly than income distributed for the second consecu- 
tive year, whereas in Hungary the import surplus added 
increasingly to domestic resources for the third consecu- 
tive year. No information is available for Albania, 
Rumania and the Soviet Union, but for the latter country 
even substantial changes in the trade balance would not 
greatly affect domestic resources.? 


The significance of the change in the external balances 
in Hungary, Czechoslovakia and eastern Germany in 
1964 is much greater than suggested by the comparison 
of the two growth rates. This is so because the increase of 
the import surplus (or the decrease of the export surplus) 
corresponded to a substantial increase in net imports of 
fuels, raw materials and semi-finished products, permitting 
a fuller use of capacities in manufacturing industries and 
thus a quicker growth of the national product than would 
otherwise have been possible. This applies also to Poland, 
in spite of the elimination of the import surplus in 1964, 
since both the imports and exports of that country rose 
sharply and faster than planned. 


Data on the end-uses of national income distributed 
are very fragmentary and uncertain. Only in Bulgaria did 
accumulation (largely stocks) decrease, although the 
figure given in Table 1 may exaggerate the extent of the 
decline. In Poland, where in 1963 almost one-third of the 
increase of national income represented stock increases, 
the decreasing rate of growth of accumulation in 1964 as 
compared with 1963 corresponded in fact to a shift 
from stock accumulation to fixed investments. In 
Czechoslovakia, where the 1963 decline in distributed 
national income was entirely concentrated on accumula- 
tion (probably also to a significant extent in stocks, 
including uncompleted investment), fixed investments 
increased in 1964, while investment in stocks probably 
continued to decline, leaving total accumulation roughly 
unchanged. In eastern Germany, too, the 1963 decrease 
of accumulation was entirely due to lower investment in 
stocks. The breakdown available for 1964, shows accumu- 
lation to have increased by 3.2 per cent—a some- 


1 The 1964 figures for national income distributed and for accumu- 
lation are only rough estimates derived from data at current prices. 
However, they fit very well into the pattern of Bulgarian national 
accounts, characterized by exceptionally large discrepancies between 
produced and distributed national income. In a year of sharp 
increases in accumulation there is usually a huge import surplus 
(corresponding to equipment imported on credit), whereas the 
equally important contraction of accumulation is accompanied by 
a quicker rise of national income produced than of national income 
distributed. 

2 In the Soviet Union the discrepancy between the data on national 
income produced and distributed, as shown in Table 1, is partly an 
effect of differences between constant and current prices. 
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what lower rate than national income, mainly on ac- 
count of fixed capital formation. No 1964 data are 
available for Hungary, but the rate of growth of accumu- 
lation probably exceeded slightly that of national income, 
with a sizeable share of stock accumulation. In Rumania, 
where statistics on accumulation are not usually published, 
the share of accumulation in national income continued 
to increase significantly, as in the past few years, judging 
from various indications, including the divergent rates 
of growth of national income and investment outlays. 


No 1964 figures are yet available for the Soviet Union, 
but it is likely that under the impact of the crops and of 
livestock changes the decrease in stock investments, which 
started in 1962 and accentuated in 1963 was reversed 
in 1964. As distributed national income rose more quickly 
in 1964 than in 1963, without a sharp increase in the rate 
of accumulation, the rate of increase of total consumption 
accelerated in eastern Germany, Czechoslovakia and the 
Soviet Union, where only small gains accrued to con- 
sumers in 1963. In Bulgaria and Poland the rate of increase 
of consumption remained more or less the same as in 
1963, partly because the deceleration in the rate of 
growth of distributed national income was accompanied 
by a reduced share of accumulation. 


It is hard to judge to what extent economic growth in 
global terms corresponds to improvements in efficiency, 
particularly since quantitative and qualitative develop- 
ments often follow divergent paths. By definition, the 
impact of the various qualitative distortions (and, of 
course, of their gradual elimination) can only be assessed 
indirectly. Thus, discrepancies between the pattern and 
quality of output and that of domestic and foreign demand 
result in unnecessary stocks,? inadequate timing and 
composition of investment outlays lead to the swelling 
of uncompleted projects and to reduced efficiency of 
finished investments, and an inadequate commodity 
composition and geographical breakdown of exports and 
imports can aggravate internal imbalances and balance- 
of-payments strains. If not checked in time, such qualita- 
tive distortions are bound, eventually, to slow down, or 
even temporarily arrest, quantitative expansion. 


This actually happened in the two most industrialized 
countries of the area in the years 1961 to 1963. In these 
countries, the manpower shortage and the existence of a 
huge but fairly aged capital stock (with substantial 
maintenance and replacement requirements) render 
dynamic adjustments by means of new labour and capital 
particularly difficult, and thus aggravate the effects of any 
qualitative distortions. 


з For instance, in 1962 in eastern Germany and in 1961 in Hungary 
practically the whole growth of national income went into stock 
increases. To the extent that the stock increases consist of unneces- 
sary goods, they inflate national income volumes in the year of 
production and result in a downward bias in the year when these 
goods are eventually disposed of at lower prices or simply liquidated. 
Of course, the growth of national income is of necessity accompanied 
by some increase in stocks. Moreover, the fluctuations shown in 
Table 1 result partly from the succession of good and bad crops. 
For a detailed discussion of the stock problem, see the Survey for 
1962, Part I, Chapter II, pp. 30 et seq. 

4 On this problem see in particular the Survey for 1963, Chapter I, 
pp. 34-40. 
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change was most conspicuous in 
kia an Germany, where the various 
issues involved were approached in a rather integrated 
way. In both countries the elaboration of more detailed 
measures was preceded by the formulation of a few 
basic principles conceived as a framework for the ensuing 
reform. The approach to the problem was more piecemeal 
in other countries, but the intensification of efforts aimed 
at improving planning and management was clearly 
discernible also in Hungary, Poland, the Soviet Union 
and, to a lesser extent, in Bulgaria. 


It should be pointed out, however, that in. several 
countries the discussion on the general lines of the reform, 
and indeed on its necessity, has not yet reached a con- 
clusion. Moreover, even in those countries which have 
decided radically to transform their methods of planning 
and management, some time will elapse before the 
envisaged institutional reforms will be fully implemented. 
Nonetheless, the process under way is highly symptomatic 
of an important shift of emphasis in official policies. 
Whereas in the past these policies were predominantly 
geared to growth objectives—invariably associated with 
high rates of capital formation and, if possible, with rapid 
increases in non-agricultural employment—attention 
is now being increasingly concentrated on the qualitative 
achievements of the economy. This shift in emphasis 
has already strongly influenced the 1965 plans and policy 
objectives in a number of countries—notably Hungary, 
Czechoslovakia, eastern Germany and Rumania. 


The intention of consolidating the economic achieve- 
ments made so far and concentrating on the qualitative 
features is a major characteristic® of the Hungarian Plan 
for 1965. Since an improvement of the pattern of output 
calls for a slow-down of industrial expansion, only a 
modest increase in national income is planned, since no 
significant increase of agricultural output can be realisti- 
cally expected. As the intention is aiso to reduce sub- 
stantially the foreign trade deficit, national income for 
distribution is planned to rise even less than national 
income produced. As a result, personal consumption can 
increase only marginally (and social consumption by a 
little more), whereas the level of gross investment outlays 
will slightly decrease. However, the structure of accumu- 


®See the ECE study Economic Planning т Europe, particularly 
р IV and VI (published as Part 2 of the Survey for 


8 In a lecture on the new features of the 1965 Plan, Dr. Ajtai, the 
President of the Planning Office, made the following statement: 
“... These new features are the priority of the so-called qualitative 
aspects of economic development and production which, in many 
sectors, will be enforced even at the detriment of quantitative 
growth.” Népszabadzag, 14 January 1965. 


and management. s, the 1965 Plan provi 


moderate expansion of national income, a fast increé 
investment outlays, and roughly the same rate of inc 
of consumption as in 1964. An interesting feature of the 
Plan is the stipulation that, in contrast with the tendency 
observed in the past, “ material consumption ” should not 
increase faster than national income, which means that 
social product and national income should expand at 


about the same rate. Another feature is the increased | 


attention paid to consumers’ supplies, which is also 
reflected in changes in the pattern of investment. 


Little information is available concerning the 1965 
plans of eastern Germany and Rumania. Qualitative 
considerations, however, are of great importance in 
both plans, and in that of the former country they seem 
to be considered as more important than the quantitative 
indicators. Fragmentary data on eastern Germany’s 
Plan convey the impression of extreme caution in the 
formulation of growth targets — except, perhaps, in the 
field of investment outlays, where the increase planned 
may seem rather ambitious if viewed in the light of the 
performance in recent years. In the Rumanian Plan, on 
the other hand, two features deserve particular attention: 
first, the pattern of the continuing and fast industrial 
expansion is largely determined by capacity commissioned 
in 1964 or to be commissioned in 1965; and, second, the 
money incomes of wage-earners are to increase much 
faster than in the preceding year. 


The Polish Plan for 1965 provides for roughly the same 
rate of growth of national income produced as that 
achieved in 1964, and for a somewhat greater increase in 
the national income for distribution. An increased 
proportion of this larger total will be allocated to invest- 
ment outlays, particularly in view of the great needs of 
agriculture, which remain a major concern of the Govern- 
ment. More attention is also paid to consumers’ supplies 
both from domestic production and imports. It has been 
announced § that one of the main features of the Plan will 
be the reduction of the gap between the rate of growth of 
producers’ goods and that of consumers’ goods. However, 
this objective seems to have been achieved in large measure 
already in the course of 1964. 


A higher rate of growth of national income than in 
1964 is planned in Bulgaria, but increased attention is 
also given to qualitative improvements of the economy. 
The investment effort will again be concentrated on a few 


7 Rudé Pravo, 13 January 1965. 


8 Бее 5. Jedrychowski, Chairman of the Planning Commission 


No om nce Plan for 1965”, Polish Economic Survey, 


en a 


projects, and more will be done to гедисе.со5ёз and 


shorten gestation periods. It is also expected that the 


_ system of contracts between trading and producing 


organizations will help to improve the quality of con- 


_ sumers’ goods. On the other hand, no change is expected 
in the general pattern of output or in the pattern of 


industrial growth. With the overwhelming share of current 
capital formation concentrated in heavy industry, output 
of producers’ goods will continue to develop faster than 


the remainder of industrial production. Since there is, 
_ however, an apparent tendency to stabilize the relative 
share of capital formation, the faster growth of heavy 


industries should result in increased import substitution 
and also in larger exports of producers’ goods. 


Little can be said about the Albanian Plan for 1965, 
except that the quantitative targets indicate more realism 
on the part of the planning authorities. By the end of 
1964—the penultimate year of the third Five-Year Plan— 
it was fairly obvious that the pace of economic growth (in 


__ terms of national income produced) achieved had fallen 


short of the target set by the IV Party Congress (February 
1961) and that the lost ground could not be retrieved in 
1965. 
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In the Soviet Union, distributed national income is 
to rise by 8.0 per cent in 1965.9 As the global output of 
industry is planned to expand by about the same rate, 
the Plan implies a roughly similar rate of increase in 
agricultural production. A feature of the Plan is the 
virtual closing of the gap between the rates of expansion 
of producers’ and consumers’ goods, as output of the 
former is to go up by 8.2 per cent and of the latter by 7.7 
per cent. The resulting acceleration in the supply of 
consumers’ goods, supported by the expected improvement 
in deliveries of agricultural products (particularly those 
of animal origin), should permit a substantial improve- 
ment in the real incomes of the population, which are to 
increase by 7.3 per cent per capita; and the attainment of 
this objective may well be facilitated by the planned 
reduction of state expenditure on defence. 


® The Plan document refers to this aggregate as “ national income 
used on consumption and accumulation” (Pravda, 12 December 
1964). Its increment in 1965 is to amount to 14 billion roubles. All 
Plan data were apparently based on the expectation that the national 
income would have increased in 1964 by 5 per cent, but in the 
event this increase amounted to “ more than 7 per cent ”. It is not 
clear whether, and if so to what extent, this correction of the initial 
estimate will influence the rates of growth foreseen for 1965. 


2. INDUSTRY 


Rates of growth of global industrial output were 


higher in 1964 than in the preceding year in all countries 


of the region except the Soviet Union, and in some 
countries they were also higher than in 1962. It is difficult 
to assess to what extent the relatively high growth rates 
attained in 1964 in most countries of the area reflected a 
recovery of the ground lost in 1963, due to the severe 
1962/63 winter, but monthly data indicate that in virtually 
all countries, with the exception of the Soviet Union, 
growth was particularly concentrated in the early months 
of the year.?° 


For the region as a whole, the annual rate of industrial 
expansion in 1964 can be estimated at 7.4 per cent, a 
rate similar to that in 1963, but lower than the 9-10 per 
cent rate attained in the years 1960 to 1962. In the eastern 
European countries alone the growth rate was 8 per cent, 
in favourable contrast with the 4.8 per cent attained in 


10 Monthly or quarterly changes in industrial output in 1963 
and 1964. 


Percentage change over corresponding period of previous year 


Whole Jan- Feb- у First 
year uary  тиагу March April Quarter 
Bulgaria’. 1963 10.0 4.7 13.5 12.3 12.0 ve 
1964 11.1 18.4 16.3 10.1 121 5 
Czechoslovakia 1963 —0.6 —4,5 —0.6 —4.4 2.2 —3.4 
1964 4.1 8.2 10.1 1.5 See 6.4 
Eastern Germany”. . 1963 4.4 —2 0 2 10 0 
1964 4.9 13.9 14 —2 8 8 
Нипрагу 8. ..... 1963 71 —5 12 3 19 5 
в) 1964 88 п т 8 12 
Pond. sss = 5s 1963 5.4 PRE) shail ihre) 2.6 fis 
1964 9.3 12.7 11.8 yf fo 6.0 a 
Soviet Union 1963 8.5 a via aie ing 8.2 
1964 7.1 <8 


Sources: National statistics; plan-fulfilment reports; and ECE, Statistical 
Indicators of Short Term Economic Changes in ECE countries; and United Nations, 
Monthly Bulletin of Statistics. 


@ Socialist industry only. 
р State industry only. 


the previous year and identical with that achieved in 1962 
(see Table 2). 


While an acceleration of the pace of industrial expansion 
was written into the plans of some countries, the actual 
rates attained were above those originally planned — агат 
with the probable exception of the Soviet Union. The 
excess of the actual over the planned production was 
particularly significant in Poland, Bulgaria, Rumania and 
Hungary, where the plans called either for only a slight 
increase or even a reduction of the growth rate. The 
output plan was over-tulfilled, however, also in Czechoslo- 
vakia, where a 3.6 per cent increase was planned, follow- 
ing an actual decline in 1963.4 


In all of the above-mentioned countries the increase 
in the rate of growth of output was accompanied by a 
swifter growth of labour productivity— which was 
everywhere above plan; and in most of them by a reduc- 
tion in the rate of expansion of employment, the latter 
rate being generally closer to the plan target than has 
been usual in recent years. For the eastern European 
countries as a group, the increase in labour productivity 
in 1964 can be estimated at over 6 per cent—the highest 
of any of the years covered by the table, and more than 
double the 1963 rate. By contrast, the expansion of 
employment continued to fall—from a rate of 3.3 per cent 
in 1962 to one of 1.7 per cent in 1964. 


11 The recent change in the statistical reporting system of eastern 
Germany makes it difficult to obtain comparable figures of plan 
objectives and the degree of their fulfilment. The 6.7 per cent increase 
reported apparently refers to commodity production, and cor- 
responds to a 1.7 per cent overfulfilment of the plan. No figure for 
the gross production of total industry is yet available; data for the 
socialist industry, which covered about 87 per cent of the total in 
1963, indicate a growth rate of 4.9 per cent. 
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Sources : National statistics, plans and plan-fu!filment reports. 


Norte. — Data cover state industry only in Hungary, and socialist industry in 
Albania, Bulgaria, Poland and Rumania. For the Soviet Union, they exclude 
industrial activity on collective farms, for east German handicrafts. Employ- 
ment and productivity figures are in many cases derived from the other available 
data. 


@ Targets set in the original plans. The figures shown in the table may differ from 
those implied in the reported data on the actual change during the year and the 
percentage of plan fulfilment, either because of plan modifications or because of 
differences in the base. Original plan figures are usually related to preliminary 
estimates for the base year; plan-fulfilment reports, as a rule, relate to the final 
returns of the base year. The output plan figures as derived from the reported 
percentages of plan fulfilment are Bulgaria 7.7, Czechoslovakia 2.2, Hungary 
5.6, Poland 5.4, Rumania 11.2. In the Soviet Union, the corresponding figure 
was apparently below 7.1 per cent аз the production plan was stated to have 
been overfulfilled. 


b The figure for 1965 and probably also that for 1964 refers to “ commodity pro- 
duction ” which is not strictly comparable with “ gross production ” because the 
former_excludes work in progress. 


с Revised data. ~ 


@ For the method of weighting output, see the Economic Survey of Europe in 1962, 
Part 1, Chapter I, p. 3, footnote 2, The indices shown in the table are virtually 
identical with those calculated by the use of the share of each country in total 
industrial output of the area as given in Mezhdunarodnaya zhiz, No. 2, 1963. 


The pattern of inter-country variation in growth rates 
among the eastern European countries was similar to 
that in evidence for some time. Among the three least 
industrialized countries of the region, rapid expansion 
continued in Bulgaria and Rumania, the growth rates 


nued to 


somewhat lower growth rates for 1965 than those a eved 
in 1964, the planned rate (except in eastern Germany) is 
somewhat higher than that which had been provided for — 
that year; and it would appear that the prevailing expecta- = 
tions in these countries with respect to 1965 are not much 
different from those a year ago. The same seems to Бе. 
true of the Soviet Union where the rate planned for 1965 
is higher than that achieved in 1964, but apparently not | 
much different from the rate planned for that year. 
However, Albania and Hungary have planned growth 
rates for 1965 markedly lower than those achieved or 
planned for 1964; the opposite is true in Czechoslovakia, 
which plans for a continued acceleration in the pace of 
industrial expansion. Ifthe plans for 1965 are fulfilled, 
the rate of growth of the industrial output of the region 
as a whole would be a little greater than in 1964; but it 
would be somewhat lower in eastern Europe excluding the 
Soviet Union. 


The described changes in the rate of industrial expan- 
sion in 1964 as well as the outlook for 1965 were, as 
usual,-to a large extent influenced by developments in the 
field of supplies. In the Soviet Union, much of the slow- 
down of industrial expansion was simply the result of 
the poor performance of food processing, due to a decline 
in supplies of some important agricultural products; and 
it is mainly on the basis of an expected improvement in 
such supplies that the industrial growth rate is planned 
to rise somewhat in 1965. Another factor inhibiting the 
Soviet growth rate in 1964 was an inadequate expansion 
of fuel output in relation to rising domestic requirements 
and export commitments. In Hungary a very considerable 
increase in imports of raw and basic materials made 
possible the high growth rate of output of the processing 
industries in 1964; and it is apparently the difficulty of 
maintaining a similar growth of imports in the near future 
which to a large extent accounts for the decision sharply 
to reduce the industrial growth rate in 1965. In Rumania, 
more than one-half of the increase in the rate of growth 
of industrial production resulted from the faster expansion 
of the food industry, made possible by increased supplies. 
In that country, as in Bulgaria, the rapid expansion of the 
“leading” branches—engineering and chemicals—has 
continued without hindrance from raw material or fuel 
Scarcities or from difficulties in obtaining necessary 
imports. In Poland, also, the improvement of some 
agricultural supplies contributed to the better industrial 
results. Moreover, in that country and in Czechoslovakia, 
increased imports, of fuel and raw materials, and a 
relatively high growth rate of output of material supplying 
branches in relation to processing industries helped to 


relax pressure on supplies and to promote a fuller utiliza- 
tion of productive capacities. 


It is more difficult to appraise the impact of recent 
efforts to improve the efficiency of the economy on the 
industrial performance. In eastern Germany, 1964 was 
only the first year of the implementation of the “ new 
economic system ”,1? whereas in Czechoslovakia the 
decision to overhaul the principles of operation of the 
system of planning and management was taken only 
towards the end of the year. In most countries, intensive 
efforts are being made to increase the quality of produc- 
tion, to eliminate waste, to improve the efficiency of 
utilization of industrial stocks and to reduce the discrepan- 
cies between the composition of output and that of 
demand, all of which should gradually lead to a better 
utilization of productive capacities. Measures aimed at 
raising efficiency and eliminating disproportions have been 
concentrated in the metallurgical and engineering indus- 
tries,13 where they have already brought good results. 
In the field of light industry, however, a grave situation 
persisted in a number of countries, the problem of 
imbalance between the pattern of supply and demand 
being the major obstacle to the expansion of production. 
As a result of this difficulty, more attention is now being 
devoted to these industries, and it is partly because of 
the urgency of the problem that these industries have been 
singled out for the conduct of various experiments 
involving the basic principles in the mode of their opera- 
tion and planning, discussed in detail in Section 7. 


Developments in individual countries 


In the Soviet Union, industrial production continued to 
expand swiftly in 1964, but the 7.1 per cent increment was 
smaller than in any other year of the Seven-year Plan; 
and as shown in Table 2, there was also a deceleration in 
the growth of productivity. Available information indi- 
cates that the original plan targets for output and produc- 
tivity formulated for the years 1964 and 1965 have been 
scaled down and that—at least in respect of labour 
productivity—the increase achieved in 1964 was lower 
than planned. The target formulated at the end of 1963 
called for a 17.5 per cent increase in industrial production 
in 1965 as compared with the 1963 level, and the plan 
now published sets the 1965 goal at 8.1 per cent (8.2 per 
cent for producers’ goods and 7.7 per cent for consumers’ 
goods), which, if realized, would raise the index for the 
two years by 15.8 per cent.!* Labour productivity, which 


12 However, the plan-fulfilment report emphasizes the positive 
impact of the new wholesale prices for basic materials, introduced 
on 1 April and 1 July 1964, stating that they have contributed not 
only to “a more real assessment of production costs ” but also — 
in combination with the application of other economic levers — to 
an improvement in the quality of output, and economy in the 
utilization of materials. 

13 In addition to domestic measures providing for specialization, 
modernization, concentration of production, improvement of the 
system of incentives etc., international agreements have been reached 
with the purpose of widening the division of labour between the 
members of the Council of Mutual Economic Assistance (СМЕА). 
(For further details see section 6.) 

14Jt is not clear whether the original 1964 figure or the 1965 
figure, or both, were reduced in the course of 1964 or whether the 
reduction in the programme for the two years was the result of the 
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was planned to increase by 4.6 per cent in 1964, actually 
rose by only 4 per cent; and the 1965 Plan now calls for 
а 5.7 per cent increase instead of that of 6.6 per cent. 
originally scheduled. | 


The individual plan-fulfilment reports for the Russian 
Federation, the Ukraine and Byelorussia indicate that, 
whereas in 1963 there was a slight slackening of the pace 
of industrial expansion in all these republics, in 1964 the 


changes were more varied, as shown by the following 
figures: 


Percentage change from preceding year 


1962 1963 1964 hee 
RSFSR 9 8 6 7.4 
Ukrainian SSR 9 7 7 7.8 
Byelorussian SSR. 10 9 10 9.5 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. 


Although the slower expansion of Soviet industrial 
output reflected a deceleration in a number of branches, 
it was concentrated in the engineering and the food 
processing industries, which together account for some 
40 per cent of industrial production.» (See Table 3.) 
A slackening in the pace of expansion of engineering 
output was anticipated in the Plan for 1964-1965, which 
postulated a 21 per cent increase of production over the 
two years as against the realized increments of 15 per cent 
in 1962 and 13 per cent in 1963. The actual results in 1964 
were apparently less favourable than planned, however, 
as output rose by 9 per cent, with the same increment 
planned for 1965; this target, if fulfilled, would bring 
output to a level 19 per cent higher than in 1963. The 
rate of expansion of the food processing industry, where 
a considerable deceleration had already occurred in 1963 
as a result of the poor harvest in that year, slackened 
further in 1964 reflecting to a large extent the 23 per cent 
decline in industrial output of meat. The marked expan- 
sion of output in this industry planned for 1965 (а 10 per 
cent increase of production) will not fully offset the 1964 
setback. If realized, it would bring the average growth 
rate during the three years in question to 8.4 per cent, 
as against the 10.1 per cent average achieved in the 
comparable preceding period. Changes in the rate of 
expansion of the other branches of Soviet industry in 1964 
were much less pronounced. 


non-fulfilment of the output plan in 1964. At first sight the latter 
interpretation is contradicted by the statement in the plan-fulfilment 
report to the effect that the global output plan for 1964 was exceeded. 
It should also be noted, however, that current practice in most 
countries of the region is to relate the degree of plan fulfilment not 
to the originally planned percentage increase, but to the increase 
which would have been required in order to attain the originally 
planned level of production. The difference between the two arises 
from the fact that plans are formulated before the final results for 
the base year are known. The discrepancy between the actual and 
estimated returns for the base year may augment or reduce the 
task for the plan period, if the latter is expressed in terms of absolute 
increments. In this SURvEY, unless otherwise indicated, plan fulfil- 
ment is measured in terms of the relation between the actual and the 
originally planned percentage change, rather than of that between 
the actual and the originally planned levels. (See also footnote a 
to Table 2.) 

15 Engineering ranks first with a weight of around 25 per cent, food 
processing third with a weight of about 15 per cent. 
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Note. — Coverage is the same as in Та 
The 1964 data refer to the targets in the original plans. The following are some of the targets derived from the reported 


a industry in Bulgaria in 1964 was 11.7 per cent. 


percentages of plan fulfilment. 
’ 1964 planned percentage increase over 1963 
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, с Plan for expansion over two years, 1964 and 1965. 

@ Excluding cultural and amenity goods, output of which rose 9 per cent. 
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The renewed stress on the development of the chemicals 
industry did not result in any quickening of the rate of 
expansion of output of that branch, although growth 
remained fast and has exceeded that of total industrial 
production by a larger margin than in the preceding year. 
The information available on the long-term programme 
for the chemicals industry adopted by the 1963 Plenum 
of the Central Committee indicates that production is 
scheduled to increase by 3-3.3 times between 1964 and 
1970, which on an annual basis amounts to an average 
growth rate of 17-19 per cent. Thus, the Plan for 1964- 
1965, calling for a 36 per cent rise over the two years was 
in line with the lower limit of this schedule. However, the 
increase now planned for 1965 is of 15 per cent, which— 
together with the equal percentage achieved in 1964— 
would amount to a 32 per cent rise over the two years. 
The implied lag reflects difficulties encountered in the 
implementation of the investment programme and the 
consequently considerably lower than planned rate of 
completions (see also Section 3 below). None the less, 
sweeping increases were achieved in the output of a 
number of key products of this industry, including a 28 
per cent rise in production of chemical fertilizers, 22 per 
cent for synthetic resins and plastics, and 17 per cent for 
artificial and synthetic fibres.1® 


The rate of growth of metallurgical output — remained 
at the level of the preceding year, but is scheduled to 
decelerate in 1965 — reflecting efforts to improve the 
structure of output by raising the share of high quality 
products, increasing the assortment, and better adapting 
production to the structure of demand. The output of the 
timber, pulp and paper industry rose by 6 per cent (the 
same rate as in 1963), as compared with 26 per cent 
planned for the years 1964 and 1965, the slackening being 
due, for the most part, to delays in commissioning new 
capacities which are now scheduled for 1965.17 


The 7 per cent increase in fuel output, which for the 
first time in recent years was approximately the same as 
the growth rate of total industrial production, reflected a 
considerable acceleration in the output of coal and some 
reduction in the expansion of petroleum and natural gas 
output. According to a statement made by Mr. Kosygin, 
pressure on fuel supplies has increased in recent years as 
a result of the under-fulfilment of the Seven-year Plan 
targets for coal and gas extraction, while the main fuel- 
consuming branches—ferrous metallurgy, the electric 
power industry and rail transport—have been developing 
as planned. Nonetheless, the 1965 Plan provides for some 
reduction in the growth rate of this industry, since meas- 
ures to speed up expansion of coal output in particular, 
will take some time to produce results; it will therefore 


16 Tt should be noted that despite the considerable increase the 
1965 target for the latter two items is now lower than those set by the 
1963 Plenum. The 1965 Plan calls for production of 416 thousand 
tons of artificial and synthetic fibres and 922 thousand tons of resins 
and plastics, as compared with the targets of 444 and 950 thousand 
originally envisaged. 

7 The 20 per cent increase in the output of cellulose, and the 
12 per cent rise in the output of paper, scheduled for 1965 are to be 
obtained largely from the commissioning of a huge pulp mill and 
cardboard factory in Bratsk, and the enlargement of the capacity 
of the Kotlas Combine. Each of these enterprises will give more 
than 500 thousand tons of cellulose a year. 


the supply situation in 1965. 

Although the expansion of light industry was somewhat 
more rapid than in 1963, it continued to be inadequate— 
being hampered in a number of cases by low quality of 
production and lack of adaptation to consumer demand, 
resulting in a cut-back of production and the accumulation 
of unsaleable stocks. The urgency of the latter problem 
made it imperative to seek new and drastic solutions 
involving the modification of the system of planning 
and management in a broad segment of industry.* 


Rumania once again achieved in 1964 the largest 
increase of industrial output and productivity in the 
area, the former rising by 14 per cent and the latter by 
10 per cent. Both rates were considerably higher than 
those achieved in 1963, and that of labour productivity 
was the second largest increment registered during the 
current Six-year Plan. On the other hand, the increase of 
industrial employment was the lowest recorded in the 
same period, although somewhat higher than planned. 
The 1965 Plan foresees little change in these relationships, 
the increase in employment being planned to rise at the 
same rate as in 1964, and that of productivity at only a 
slightly lower rate than last year. 


The acceleration of the growth of industrial production 
in Rumania was the result of almost equal progress in 
the producer- and consumer-goods sectors, output of 
which rose by 15.8 and 10.9 per cent respectively (the 
comparable figures for 1963 being 14 and 9 per cent). 
Within the former sector the chemicals industry remained 
the most dynamic branch, although its growth rate was 
lower—at 24 per cent—than in 1963. Large increases 
were registered in production of sulphuric acid (22 per 
cent), fertilizers (19 per cent), synthetic rubber (228 per 
cent) and plastics (55 per cent).!® The output of the power 
generating industry rose by as much аз 22 per cent,?? 
a rate considerably above that of the previous year, 
reflecting an 18 per cent increase in production of electric 
power and a 40 per cent rise of steam production. A 
considerable acceleration occurred in the growth of output 
of the engineering industry, which—unlike the chemicals 
branch — was predominantly due, not to the com- 
missioning of new plants, but to the reconstruction and 
extension of existing capacities. Besides large increases 
in the output of a number of products subject to consider- 


18 See Section 7 below. 


1? Most of the increase in sulphuric acid production came from 
newly commissioned capacity of 200 thousand tons, which will be 
more fully utilized in 1965. The gain in synthetic rubber production, 
although large in percentage terms, appears to be the rather belated 
increment from the rubber plant of Onesti, which began operations 
in the second quarter of 1963 with a theoretical capacity of 50 
thousand tons; but output in 1964 for a full year’s production barely 
exceeded 19 thousand tons. The increase of 17 thousand tons in 
output of plastics was due to the commissioning of a 24 thousand 
ton P.V.C. plant in Borzesti. 


*° New generating capacity installed reached 600 MW (the Plan 
target was 650 MW), more than in the three years 1961-1963 
together, and represented a 25 per cent increase in existing capacities. 
Much of the commissioning occurred in the last quarter, and this is 
why output in the first nine months of 1964 increased by 16.3 per 
cent, whereas in the last quarter the increase was almost 25 per cent 
over the corresponding period of 1963. 


apparently not be possible to achieve any improvement of ye 


24 ee? 4 Oper) tow 


_аЫе yearly fluctuations,2! rapid expansion continued in 


those branches in which Rumanian industry has spe- 
cialized, and acquired important export markets, in the 
past few years: 


1959 1963 1964 
thousand 1 
Equipment for the chemicals : sii 
industry 9.2 43.9 51.6 
Equipment for petroleum 
processing a3 14.1 16.2 
Equipment for metallurgy 193 S27 39.9 
(millions ) 
Ball-bearings 3.5 8.8 ТТ 


Of the remaining major branches in the producer- 
goods sector, output of ferrous metallurgy grew at a 
faster rate, whereas the fuel, building materials, and the 
timber, pulp and paper branches progressed at a slower 
rate than in 1963. In metallurgy, a major addition was 
the commissioning of two new Martin furnaces, each 
with a steel capacity of 270 thousand tons, a 460 thousand 
tons rolling mill plant for medium profiles and sheets, 
and a 25 thousand tons steel tube plant. However, none 
of these plants was in full operation for the greater part 
of the year, and their effect will be more evident in 1965. 
In the fuel industry, output of coal and natural gas 
continued to expand at high rates, while crude-oil 
extraction remained practically unchanged, output rising 
by no more than 1 per cent (as against 214 per cent in 
1962 and 1963). However, modernization, re-equipment 
and expansion of petroleum refining capacity continued 
rapidly,” and as a result refining is increasingly con- 
centrated in up-to-date plants. In the timber, pulp and 
paper industries, the expansion of sawnwood output was 
minimal; but the commissioning of new capacities 
boosted production of plywood, veneer, agglomerated 
panels and other wood products which have become 
important foreignt exchange earners. 


The acceleration of the growth rate of output of con- 
sumer-goods was the result of a faster expansion of food 
processing from 5 to 11 per cent, the main source of which 
was the recovery of meat, sugar and vegetable oil produc- 
tion after the 1963 setback. The output of light industry 
rose less fast than in 1963, partly on account of the attain- 
ment of capacity limits—as in cotton spinning—after 
rapid increases in the preceding years, and partly, as in 
other countries, because of the drive for qualitative 


21 The extent of the fluctuation is characterized by the following 
figures: 


Previous peak 1963 1964 
(units) 
iachine О ен... 5904 (1962) 5327 6 987 
Internal combustion engines 7 505. (1962) 6 694 Е 
(thousand НР) 
478 (1962) 549 770 
(thousand KVA ) 
Electricity generators ; Еее» 122.8 (1961) 106.2 156 
(units ) 
Complete drillingequipment .... 136 (1962) 120 122 
Railway goods wagons .......- 6041 (1961) 4219 8 319 
Steam locomotives): .. - -.... 79 (1959) — — 
Diesel electric locomotives ..... 35 (1962) 59 85 
А et aly. а ase в ve 21500 (1962) 13 290 15 951 


@ There was a change of models in 1963. 


22 Major additions included a 3 million tons combined atmospheric 
and vacuum distillation plant, and a plant of 500 thousand tons of 
tar capacity in Brazi; a 120 thousand tons petroleum-cracking plant 
in Ploesti, and 50 thousand tons coking plant in Onesti. 
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improvements. The 20 per cent increase in production of 
knitted goods was related to the commissioning of a large 


new plant, the first substantial addition to capacity for - 


several years. 


In Bulgaria, the renewed effort tc restrain the outflow 
of labour from agriculture resulted in a significant slacken- 
ing of the growth of the industrial labour force, which 
was, however, more than fully offset by the faster progress 
of labour productivity. Global industrial production 
went up by 11.1 per cent, as against the 8.8 per cent 
increment planned and the 10 per cent increase attained 


in 1963. 


The acceleration of the industrial growth rate was the 
product of a sharp rise in those branches of heavy 
industry in which investment has been concentrated over 
a number of years with the aim of widening the domestic 
raw-material base and augmenting foreign exchange 
earnings. The gross output of the fuel industry rose by as 
much as 56 per cent reflecting both a 16 per cent increase 
in coal output and—more important—the extension of 
oil processing operations at the Burgas refinery officially 
opened in September 1963, and now reported to be 
working at a capacity of 2 million tons of crude oil, with 
a planned increase to 5 million in 1965. In ferrous metal- 
lurgy, an impressive, although less than planned, increase 
of 30 per cent was recorded, mainly owing to the addition 
of nearly 200 thousand tons of pig-iron, most of which 
probably came from the huge “ Kremikovcy ” combine 
which is gradually being brought into operation.” Very 
high growth rates—in excess of the 1963 results— were 
registered in most other major branches of the producer- 
goods sector, particularly in chemicals and the pulp 
and paper industries. However, the rate of expansion of 
the engineering industry slackened considerably. Within 
the consumer-goods sector, the rate of expansion of food 
processing remained unchanged, while that of the light 
industry showed little or no increase. 


The Bulgarian Plan for 1965 provides for a considerable 
narrowing of the spread among the growth rates of the 
various branches; this indicates that relatively fewer 
completions are expected, at least in the early part of the 
year, and that the degree of utilization of capacity in the 
lagging branches—light industry ш particular—will 
increase. The gap between the growth rates of the producer- 
and consumer-goods sectors is planned to narrow 
appreciably, as the expansion in most branches of the 
former sector is scheduled to slacken, and that of the 
latter to accelerate. Although most of the increase in 
production will be obtained from rising labour produc- 
tivity, the proportions will be less favourable than in 1964, 
as employment is planned to increase at a somewhat 
faster, and labour productivity at a lower, rate than in that 
year. 

With an increase in gross industrial output of 7.4 per 
cent, 1964 was the best year of the third Five-year Plan 
(1961-1965) for Albania. Nonetheless, the rate of industrial 


23 After completion of the first stage of construction in 1966, this 
combine is scheduled to deliver 1.12 million tons of pig-iron, 1.26 
million tons of steel, and 1 million tons of rolled products. At a 
later stage its capacity will reach 3.5 million tons of steel and 
3 million tons of rolled products. It is by far the largest industrial 
undertaking in Bulgaria. 
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planned for 1965 (the target for 
production since planning began in 1947)— 
been a marked shortfall from the industrial objectives 
written into the third Five-year Plan and their tacit 
abandonment. | | 

The slight acceleration of the overall industrial growth 
rate was in large measure the result of the swifter expan- 
sion of output of light industry, which accounts for about 
25 per cent of total industrial production. The output of 
the food-processing branch—still Albania’s major indus- 
try—with a weight of 40 per cent, rose slightly less than 
in 1963. In both branches the changes from 1963 were 
associated with fluctuations of agricultural output, and of 
industrial crops in particular. Output of the timber branch, 
the third largest industry, declined by 1.1 per cent instead 
of increasing by 6.2 per cent as planned—a target which 
seems to have been at variance with the policy of recent 
years of maintaining a fixed relation between the cut and 
the standing timber. The metal-using industry (accounting 
for about 5 per cent of the total) expanded much less fast 
than in 1963, perhaps as a result of the relaxation of 
pressure to engage in import-substituting production given 
the increase in imports from mainland China (see Tables 
3 and 23). Output of electric energy was much higher than 
planned and well in excess of 1963 production, but still 
below the average target rate of nearly 11 per cent pos- 
tulated in the medium-term plan; and the rate of growth 
of output of building materials decelerated to 1.5 per 
cent.2* The importance of the remaining industrial 
branches consists less in their direct effect on the industrial 
production index than in their role as key export pro- 
ducers, although the petroleum industry accounts for 
about 5 per cent of gross industrial output. The entire 
output of chrome ore is exported—mainly to eastern 
European countries, excluding the Soviet Union—and 
the slow growth of production in 1964 (at 4.1 per cent) 
must have been particularly disappointing, since the 
advances of the two preceding years did little more than 
recover the ground lost in 1961, when production fell 
by over 20 per cent. 

Among the more industrialized countries of eastern 
Europe, Poland’s industry had a most successful year. 
Industrial production grew rapidly, all major industrial 
branches exceeding their annual targets by a significant 
margin. The growth of employment decreased to the 
lowest rate, while that of productivity accelerated to the 
highest rate achieved during the current Five-year Plan. 
Although the acceleration of the growth rate was achieved 


21 The sluggish growth of the building materials branch is attribut- 
able to the virtual stagnation of output of both bricks and cement 
(output of the latter amounting in 1963 to some 130 thousand tons, 
plus imports of about 30 thousand tons). An improvement is in 
prospect for 1965, however, for in that year two cement factories 
should be commissioned, one of which — at Elbasan — being built 
with Chinese assistance has a planned capacity of 100 thousand 
tons a year. Another new factory, also built with assistance from 
mainland China, which should help to boost the 1965 production 
index, is the reinforced concrete girder plant in Tirana; it was 
brought into operation in November 1964 and has an annual 
capacity of 50 thousand metres of girders. 
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n tote Ц production of 9.3 per 
prod rose by an estimated 10 pe i 
that of consumers’ goods by 8 per cent, as agains 
2 per cent respectively in 1963. In consequence 


years as a result of the persistent discrepancy between 
the planned and the actual relative growth rates of the 
two sectors was to some extent redressed. = 

The 6.9 per cent increase in fuel output, combined as 
it was with a considerable increase in imports of liquid 
fuels, was sufficient to cover requirements and to replenish 
stocks. The supply of energy also improved and output 
of metallurgical products rose very much faster, although 
the assortment of production, particularly of quality 
steels, continued to be inadequate. Output of the engineer- 
ing and metal-making industry, expansion of which was 
scheduled to decelerate to 6.2 per cent in order to reduce 
the strain on supplies of basic and auxiliary materials, 
actually rose by 11 per cent, a rate only slightly lower 
than that of the previous year.?> On the other hand, the 
acceleration in the growth of chemicals output was 
greater than anticipated, despite considerable delays in 
bringing new capacitiesinto operation. A substantial 
increase was registered in the output of synthetic fibres 
(63 per cent), synthetic resins and plastics (21 per cent), 
phosphate fertilizers (17 per cent) and sulphur (25 per 
cent), the importance of the latter being that it allowed 
the discontinuation of imports and the basing of sulphuric 
acid production entirely on domestic raw materials. The 
increase.in output of building materials was considerably 
higher than in 1963 and above plan (boosted by a 14 
per cent rise in production of cement) as was that of 
light industry — reflecting a significant expansion of output 
of furniture, textiles and shoes. Output of the food- 
processing industry went up by 6.6 per cent, nearly 
double the planned rate and in sharp contrast with the 
actual decline in 1963; this was the outcome of a sharp 
increase in the output of sugar, fish, vegetable oils and 
spirits, and a practically unchanged level of output of 
meat and most dairy products. 


Although assortment plans were more nearly attained 
than in 1963, persisting difficulties were reported in 
meeting demand*for a considerable number of products 
of the heavy as well as the light industries. Industrial 
stocks rose at a higher rate than in the preceding year and 
exceeded the level provided by the plan; according to 
preliminary data, however, the proportion between the 
growth rates of production and stocks was more favourable 
than envisaged in the Plan and in comparison with 1963.26 


Of the various demand components for which data are available, 
deliveries for export rose by as much as 26 per cent, the supply of 
machinery to agriculture by 11 per cent and of consumers’ durables 
to the internal trade network by 9 per cent. The supply of machinery 
and equipment for non-agricultural investment apparently went up 
by no more than some 6 per cent. 


*6 Very preliminary estimates showed an increase in production of 
8.3 per cent and of stocks by 8.7 per cent. In 1963 the corresponding 
changes were 4.9 and 7.6 per cent respectively. The 1964 Plan 


postulated a 6.3 per cent increase in production and a 6.9 per cent 
rise in stocks. 


imbalance which accumulated during the preceding four Е 


The 7.8 per cent increase in output envisaged in the 
1965 Plan is to be achieved on the basis of an 8.7 per cent 
п5е ш output of producers’ goods and a 6.3 per cent 
expansion in the output of consumers’ goods, all these 
rates being somewhat lower than those attained in 1964. 
The growth rate of employment is to be higher and that 


of output per man lower than in 1964, although the 


productivity target for 1965 exceeds the corresponding 
target for 1964. The new plan provides for a further 
acceleration of the growth rate of output of the fuel 
industry, and a deceleration in most of the other major 
branches. As in other countries, considerable emphasis 
will be placed on technical reconstruction, modernization 
and quality improvement; these objectives have been 
grouped together in the introduction of the so-called first 
development plan for science and technology, to cover the 
years 1965 and 1966. This programme is treated as an 
integral part of the national economic plan, and in 
quantitative terms sets targets for a reduction in the 
number of technically obsolete or outmoded goods 
produced. 


In Hungary, where industrial production was planned 
to rise by 7 per cent—a rate similar to that achieved in 
1963—the actual increase was 8.8 per cent, reflecting a 
slight over-fulfilment of the plan for employment and a 
considerable over-fulfilment of that for labour рго- 
ductivity.2” However, the relative growth rates of basic 
materials and the processing branches of heavy industry 
were less favourable than in the preceding year, and it 
was only by means of a considerable expansion of imports 
that a serious deterioration of the balance between supply 
and requirements was prevented. Output of the three 
major “processing” branches of heavy industry— 
engineering, building materials and, to a lesser extent, 
chemicals—expanded at a higher rate than in 1963, 
whereas the rate of expansion of the mining industry 
slowed down and that of metallurgy remained practically 
unchanged. Expansion of electric power production, 
although higher than in the preceding year, was none- 
theless inadequate in relation to demand. In the consumer- 
goods sector the trends were generally favourable, the 
expansion of both the light industry and of food processing 
being somewhat faster than in 1963. 


The considerable slow-down in the expansion of the 
fuel industry reflected a decline in the growth rates of 
output of all major fuels.?* In ferrous metallurgy produc- 
tion of pig-iron was raised by some 10 per cent, but output 
of steel and rolled products declined owing to the recon- 
struction of the Lenin Works. In engineering, expansion 
was concentrated on electrical appliances, output of 
which rose by 30 per cent, and on telecommunications 
equipment, with an increase of 13 per cent—reflecting 
strong export demand. On the other hand, output of 
general machinery lagged on account of weak home 
demand for the types of equipment domestically pro- 
duced, as well as difficulties in expanding exports. 


27 | abour productivity measured in terms of output per man-hour 
rose less, reflecting a considerable increase in hours worked in 
overtime. 

28 The comparable changes in output in 1963 and 1964 are 
indicated by the following percentages: coal — 6.4 and 3.5, petro- 
leum — 7.1 and 2.5, natural gas — 80 and 28. 
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Developments were more favourable in the chemicals 
industry, output of which rose by 12 per cent, well in 
excess of plan. The pharmaceuticals industry, working . 
mostly for export, returned a 20 per cent increase and 
contributed most to the over-fulfilment of the chemicals 
target.” Another factor contributing to the over-fulfilment 
of the production plan was the completion earlier than 
scheduled of the nitrogenous fertilizer plant at the Tisza 
Works.*° Output of nitrogenous fertilizers rose by 15.8 
per cent, practically all of the increment being above plan. 


The completion of a large cement plant, with a capacity 
of one million tons,*! boosted output by 25 per cent and 
was the main factor behind the large jump in the growth 
rate of the construction materials industry. Within light 
industry, production of furniture, clothing and shoes 
rose at higher rates than in 1963. In food-processing, the 
canned vegetables and fruit branch was the most dynamic, 
with a high rate of growth of production and an accel- 
erated growth of exports. 


The intensification of strains, particularly in the 
foreign balance, has led to a reduction in the growth 
rate planned for 1965 to one of the lowest in the postwar 
period. The main emphasis of the plan is improvement in 
quality, reduction of cost and intensification of production 
for exports. Thus, with a planned increase of industrial 
production by 4.1 per cent, industrial deliveries for 
export are to rise 9.3 per cent and those for domestic 
utilization by 1.4 per cent. Mounting difficulties in 
recruiting labour and the desire to facilitate cost reduc- 
tion, have meant that the increase in the industrial labour 
force is to be held down at 1.3 per cent in 1965. However, 
the rate of expansion of labour productivity will also be 
reduced as a result of the required adjustments in the 
pattern of production. 


It is expected that the scaling down of production 
targets in 1965 will result in some under-utilization of 
productive capacities in a number of branches. Never- 
theless, strict measures have been taken to prevent the 
over-fulfilment of targets for all items which are not in 
short supply; and what is perhaps of even greater impor- 
tance, it has been stipulated that, in all cases where the 
absence of genuine requirements and/or of surplus 
stocks can be demonstrated, no adherence to targets will 
be expected. These measures reflect the urgency attached 
to the problem of continued maladjustment between the 
structure of output and requirements in conditions of 
intensified supply problems, particularly since such 
maladjustment often results in converting materials in 
short supply (or foreign exchange) into unnecessary 
stocks. 

In eastern Germany, the volume of industrial commo- 
dity production rose by 6.7 per cent, somewhat faster 


29 Exports of pharmaceutical products rose by 18 per cent and the 
Plan for 1965 provides for a further increase of 13 to 14 per cent. 

30 The completion of this plant had been scheduled for some time, 
but was several times postponed. According to the latest schedule 
it was to be completed in the early part of 1965; it was actually put 
into operation in October of 1964. As a result of this addition, pro- 
duction of nitrogenous fertilizers will increase in 1965 by 50 per cent 
which, together with the scheduled 21 per cent rise in output of 
phosphorous fertilizers, will permit the discontinuation of imports 
at the 1964 level. 
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chemicals, electronics and precision instruments branches, 
in which efforts have been concentrated in recent years— 
although the plan targets for production of specified 
commodities were not always fulfilled.** 

_ Current statistics provide no information concerning 
the development of the various branches of industry as 
a whole. From data relating to socialist industry, however, 
it is possible to infer that basic industry (as defined in 
eastern Germany) generally obtained better results than 
planned, whereas the metal-working industry apparently 
did not reach the target rate of expansion of 8 per cent, 
on account of a slow-down in several branches — especially 
that producing transport equipment. (It should be noted, 
however, that output of passenger-cars increased by 10 
per cent, and the decline must thus have been due to 
reduced output of motor-trucks and railway equipment.) 33 
Some improvement was reported in the generally weak 
fuel and energy situation. Lignite production increased 
by 1.2 per cent; ** imports of crude oil were larger than in 
the preceding year; production of electric energy rose by 
6.7 per cent, the year’s increase in capacity being a record. 
During 1964 the total capacity of the chemicals industry 


32 The following branch data (probably referring to industrial 
commodity production) for centrally administered state industry 
were published in the plan-fulfilment report: 

Index numbers 


(1963=100) 
Chemicals dust ye sean i sp еее ас К 108 
of which: 
VVB mineral oils and organic raw materials ....... 109 
VINA ЕВЕ В а ex's. emo is ee ne ee 117 
VVB-chemical-equipment=plants =< *) “i. Це 110 
Blecsronies и ее saaas fe ate ag er 110 
of which: 
MWB Vacuum: techniques: р > и 122 
VVB Precision instruments and optical products ..... 114 
Я ЕЕ В А Е а ea. ee 109 


33 Data Гог 11 months in 1964 indicate the following growth 
rates in comparison with the same period of the preceding year: 


Original 
plan targets 


Actual for the whole 
of the year 
Ваза cass ее. 6.4 6.4 
Metal-working industry. .... 4.2 8.0 
Lightindustry=.. ос, 2.5 2.5 
О В о ее В бо 4.9 


34 Lignite still represents about 95 рег cent of total east German 
domestic resources of primary energy. Production is planned to 
increase at a yearly rate of 3.1 per cent in the period up to 1970. 
Even then, solid fuels will account for about 87 per cent of total 
consumption (compared with about 97 per cent at present) — a very 
high percentage for an industrialized country — in spite of the con- 
siderable increase planned for oil imports. (See Die Wirtschaft, 
14 January 1965, p. 8.) 
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outcome of more satisfactory a 

domestic production. = Be Se 
No official indications have been provided сопсегий 

the planned growth of global industrial output in 196 

a lacuna which reflects the declining importance 


indicator in the reporting system. Industrial commodity 
production is, however, planned to expand by 5.7 per cent; 


the few quantitative data which have so far been released 
suggest that continuing emphasis will be laid on output of 
highly specialized products. Thus, output of control and 
regulating equipment is planned to rise by 48 per cent, 
semi-conductor components by 43 per cent, and electronic 
computers by 40 per cent. Increasing importance will also 
be attached to the branch producing chemicals equip- 
ment. According to current plans, output of such equip- 
ment, including complete installations, will increase 6% 
times up to 1970. Deliveries of more than 100 complete 
installations, under contract to the Soviet Union for the 
period 1966 to 1970, appear to provide opportunities 
for large-scale ргодисНоп.38 As in 1964, the increase in 
the output of the basic industries in 1965 will depend, for 
the most part, on the commissioning of new capacity, 
particularly in petro-chemicals.*’ In other sectors, gains 
will be relatively modest, with the emphasis on improve- 
ment of the quality, design, and assortment of goods. 


In Czechoslovakia, industrial production began to 
rise again in 1964 after the 1963 setback, with a reported 
increase of 4.1 per cent, as against the.3.6 per cent 
increment provided for in the plan. Labour productivity 
rose by 3.5 per cent, a rate similar to that achieved in 
1962 before the decline in industrial output, while 
employment rose by only 0.6 per cent. Efforts to improve 
the quality of production brought some results, partic- 
ularly in metallurgy, and losses due to waste were 
diminished by 10 per cent, representing a saving of 150 
million Kés. A certain improvement took place also in 
the field of stock accumulation; but targets for the 


35 The new prices which were introduced for producers as well as 
consumers of fuel and energy on 1 April 1964 are considered to have 
contributed to economy in specific energy consumption, especially 
in the second and third quarters, when a reduction of some 6 per 
cent in comparison with the same period of the preceding years was 
reported. The 1965 Plan provides for an average decline in specific 
wee of 7 per cent. (See Neues Deutschland, 15 January 


36 See Neues Deutschland, 1 March 1965. 


ый The plan provides for the commissioning of new processing 
capacity at the Schwedt petro-chemicals combine which, together 
with the 2 million tons of capacity added in 1964, will bring its 
total processing capacity to 5.5 million tons. The first petro-chemical 
plant producing ethylene and polyethylene is to begin operation at 
Leuna И. Large plants will also be commissioned at the Guben 
chemical fibre works, at the Schwarze Pumpe lignite combine, and 
at the Vetschau power station. 
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би. Е sector, the results ea were 
uneven, although i in general the expansion of output 


the heavy engineering, chemicals, and building materials. 
eb ranches was satisfactory. Good results were achieved in 


he engineering branch, in the field of heavy transport 


| "equipment, power installations, and machinery for the 


_ chemicals and metallurgical industries. Output of general 


Г. engineering products rose, however, by only 1.6 per cent, 
reflecting a considerable decrease in production of agri- 


_ cultural equipment, trucks, motor-cycles and scooters — 


and, in particular, of passenger cars (output of which fell 


rather sharply for the second year in succession). In the 


_ chemicals industry, the gains were concentrated in the 
_ ~basic-materials branch; production of sulphuric acid 
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increased by 23 per cent, and that of phosphate fertilizers 
by 18.5 per cent. Nonetheless, here, too, output of some 
important products expanded less than planned, mainly 
because of difficulties encountered in bringing new 
capacities into operation—notably the new nitrogenous 
fertilizer plant at Sala, the synthetic alcohol works 


_ аё Zaluzi, and the phenol production plant at Neratovice. 


Output of synthetic resins and plastics and of artificial 
fibres went up relatively little—by 7.7 and 4.8 per cent, 
respectively. Changes in light industry were also uneven, 


although the overall results obtained by this branch 
_ were also better than in the preceding year. Although the 


5.5 per cent, ‘continues ta lay : 

readjustments than on expansion : 

generally recognized that it will take a ce Ie 
period of time for the severe imbalances which 
accumulated over a number of years to be eliminated, — 
and rapid advances in this direction cannot be expected — 


(see Section 6) before the contemplated changes in the = 


system of planning and management are put into effect. 
It has been stated that only moderate progress could be 
envisaged, during the formulation of the 1965 Plan, in 
tackling a number of problems, particularly those whose 
solution requires the sectoral or geographical re-allocation 
of тапро\ег.38 The plan provides for what is termed 
inadequate progress in the adaptation of output to the 
pattern of demand, and for a too limited programme of 
technological improvement and cost reduction. Moreover, 
it has been stated that little further progress will be possible 
in 1965 in widening the bottlenecks created by shortages 
of a number of materials and products.*® In fact, some 
intensification of strains in the foreign trade sector is 
expected in that year—since materials and products 
which cannot be produced within the country because 
of the difficulties just mentioned had to be built into the 
import plan; as a result, the export plan has had to be 
enlarged beyond the desired limit. 


38 Rudé Ргато, 20 November 1964 and 13 January 1965. 
39 Tbid. 


3. AGRICULTURE 


Data so far available on production developments in 
the agricultural sector of the eastern European countries 
aud the Soviet Union are indicated in Table 4. The Soviet 
Union reports an increase of 12 per cent in agricultural 
output over 1963; but it is not stated whether this figure 
refers to global or net value. If it applies to global output, 
this would mean that the reported decline of 7 per cent 
in 1963 was more than compensated in 1964.*° In Bulgaria 
global results were favourable — with a rise of 8.6 per 
cent, crop and livestock production moving in parallel. 
The structure of the increment of production in Rumania 
is still unknown, but record results for some crops and 
steady developments in the livestock sector — where the 


49 In 1963, for reasons mentioned in the SURVEY for 1963, 
Chapter I, p. 1, the ratio of net to gross output decreased signifi- 
cantly, whereas in 1964 the reverse probably occurred. 


disturbances created by the poor crop and the intensive 
collectivization in 1962 seem to have settled — indicate 
some increment in both sectors of global output as com- 
pared with 1963. In eastern Germany, also, output 
is likely to have risen, judging from indications about 
market production; and a very slight increase is reported 
in Albania. In the remaining countries of the region, the 
prolonged drought during the summer months depressed 
output of most cereal and fodder crops and, in spite of 
rather favourable developments in the livestock sector, 
global results were disappointing. Hungary reports a 
small increase in gross agricultural output of about 
2 per cent in comparison with 1963; in Poland and 
Czechoslovakia the 1963 level of production was barely 
exceeded. 

In all countries of the region, governments are showing 
great concern about the lagging development of the farm- 


Роапа 


И KS 10.4 —8.3 3.8 i. 07 
Стори, т: ita, OCS) 11.6 — 14.3 11.3 0.8 =0:2 
Animal output... .. Ii 8.5 0.9 — 6.1 1.6 2 
Виташа 
о И 3.2 5.6 —8.3 3.3 5 
Сторорой а... | 3.0 25 —9.1 >. 10.0 д. 
Animal output. ....| 3.3 9:7 vie) —7.5 
Soviet Union ; 
Е Re оао 7 2.7 1.3 —7.3 he 12 
CroprOutput: aur ait eae 0.3 1.8 = —8.7 
Animal output... .. S55) 4.5 2.6 —6.8 


Sources : Statistical yearbooks, plans and plan-fulfilment reports. 


@ Calculated from data on percentage increases in the period 1957-1963. See Dvadeset godin sotsialisticheskovo stroitelstvo у tsifri, Sofia 1964, р. 59. 


ing sector; at the same time they are becoming increas- 
ingly aware of the fact that the modernization of agri- 
cultural production methods is a slow, difficult and costly 
process, which requires increased effort not only in the 
form of capital outlays and technical supplies but also 
in that of economic organization. All new medium-term 
plans provide for a substantial rise in agricultural invest- 
ment, in absolute as well as in relative terms; and, in 
connexion with general reforms of planning and manage- 
ment systems, the introduction of new economic instru- 
ments for guidance and stimulus to production is in 
prospect. 

During 1964 vigorous efforts to raise the technical level 
of agriculture continued everywhere. Land melioration 
and irrigation work were extended, larger areas were 
sown to high-yielding strains, mechanization made new 
progress and considerable amounts—in most cases 
larger than in the previous year — of fertilizers, pesticides 


ри 


and other current inputs of industrial origin were deliv- 
ered to agriculture. It is also recognized that as long as 
the problem of fodder scarcity has not been resolved 
— either by building up adequate domestic supplies or 
by additional imports — bad weather will continue to 
disrupt the development of the livestock sector, which 
should normally help to sustain the growth of agricultural 
output in industrialized economies. The emphasis on 
promotion of feed grain and fodder-plant cultivation 
has lately been increased and runs parallel with attempts 
at spreading knowledge of more rational and efficient 
feeding methods. Industrial production of scientifically- 
designed feed mixtures is rapidly increasing in most 
countries, although total supplies still remain small. The 
policy of establishing specialized poultry-breeding stations 
and pig-factories, which is everywhere favoured, also 


constitutes a positive element of the drive for more 
intensive production. 
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я ое and statement by the representative of the Soviet Union at the 16th Session of the ECE Committee on Ag 
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_ At the same time as such efforts are being made to 
improve the technical basis of agriculture, greater atten- 


_ Чоп is being paid to planning and economic accounting 


and to the problem of improving material incentives to 


4 agricultural workers and collective farmers. Upward 


revisions of state purchasing prices for some individual 
products took place in most countries during the year, 
but the time would appear to be ripe for taking up the 
problem of a more general adjustment of the terms of 
trade between agriculture and industry. A series of prob- 


_ lems of this kind is now under serious discussion — such 


as the deficit financing of state farms, the prevailing 
systems of accounting, credit allocation, and taxation of 
the incomes of the collective farms. 


The Soviet Union 


As far as developments in agriculture are concerned, 
the 1964 Soviet plan-fulfilment report is laconic. Agri- 
cultural output is reported to have risen by 12 per cent 
over the preceding year. In the absence of a number of 


_relevant data on the volume and structure of agricultural 


output in 1964, the analysis of the factors contributing to 
the reported change cannot be complete. 


In spite of a late spring, weather conditions in 1964 
were generally favourable for most crops in the main 
agricultural regions of the country. The harvest, especially 
of cereals, sugar-beet, cotton, potatoes and some other 
crops, is stated to have been satisfactpry. No statistical 
information, on either production results or yields, has 
so far been published for the Soviet Union as a whole. 


A few preliminary figures. available on sowings (see 
Table 5) would seem to indicate that the grain area 
(including pulses, but excluding all maize) expanded by 
nearly 1 million hectares. Some replanning inside the 


cereals group must, moreover, have taken place, as areas 
under wheat increased by as much as 3 million hectares; 
the total area under maize, which reached a maximum 
of 37.1 million hectares in 1962, has declined in the last 
two years by as much as 25 per cent in 1964, or about 
8.7 million hectares. This is entirely in line with official 
policy, tending to reduce areas to be harvested in the 
lacto-cerotic stage or for fodder, which had expanded 
excessively; dry grain areas are likely to have been 
maintained. Areas under barley and pulses were probably 
also extended. 


Even with a small increase in average 1962 yields, the 
total cereals crop must have reached a high level. The 
plan for state procurements is reported to have been 
fulfilled, which means that they exceeded 67.2 million 
tons — a record (see Table 6).*! Procurements in the three 
main grain-producing republics, the RSFSR, Kazakhstan 
and the Ukraine, which in 1962 covered 97.4 per cent of 
the total, amounted to 65.4 million tons. In all three 
republics average yields appear to have been excellent. 
In the virgin land areas of Kazakhstan, they are reported 
to have reached 10.3 quintals per hectare, a level never 
achieved since 1956.42 Spring sowings were late, but heavy 


41 No information has been published on the wheat components 
of cereals procurements in 1963 or 1964, nor do any statistics of 
wheat production in 1963 appear in the Statistical Yearbook for 
1963 (published in February 1965). 


42 State procurements in cereals in 1964 
Millions of tons 
RSFSR Kazakhstan О МО kratne 
Tselinyi Krai 
otal Е ао В + scot 38.5 15.4 11.0 11.5 
of which: У Неа... 20.8 12.4 9.7 я 


Sources : Pravda, 24 and 25 October, and 11 December 1964; and Radianska 
Ukraina, 3 February 1965; Zemledelye, No. 1, 1965, p. 5; and Economic Survey of 
Europe in 1963, Chapter I, p. 21. 

Note. — Procurement figures, published for a few minor producing republics, 
add up to another 2.2 million tons. 
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hectare, of which those of maize to 27.4, as compared 
with 17.9 and 24.2 quintals in 1962. Winter wheat sowings 
appear to have suffered somewhat from climatic con- 
ditions, but the total cereals crop in the Ukraine was 
37 per cent above its 1963 level and well above that 
of 1962. 

The individual plan-fulfilment reports for the Ukraine 
and Byelorussia are the only ones available indicating 
harvest results for a few selected crops in the years 1963 
and 1964, as follows: 


Output of selected crops 
Millions of tons 


Ukraine Byelorussia 
Crop 1962 1963 1964% 1962 1963 19644 
Cereals (dry grain). А 2 Dee 
of which 

Wheat SS ee 10.2 7.4 = 0. A. 

Maize: cee se 10.1 6. 
Susat-heet =. Ss 26.2 24.6 43, Е 8 0. 39 0.64 0.80 
Sunflower зее4 .... 2.1 1.8 2.6 a 
Potatoes ео Е 17.4 16.3 a ial 9.8 12.4 
Меса 4.9 4.2 045 бо 


Sources : Statistical yearbooks; Ekonomika Radianskoi Ukrainy, No. 2, 1964; 
Radianska Ukraina, 3 February 1965; and Sovetskaya Byelorussia, 31 January 
1965 


@ Preliminary figures. 
6 Procurements only. 


The Soviet sugar-beet crop in 1964 must have been a 
record one, the result of an increase of 13 per cent in the 
sown area as well as of excellent yields. The state procure- 
ment plan is reported to have been largely fulfilled, and 
at least 70.2 million tons were thus delivered from the 
farms; procurements in the Ukraine alone amounted to 
43.5 million tons — more than in the total Soviet Union 
in 1963. Procurements of potatoes also reached the 
planned level; representing only a small percentage of 


average dry grain yields amounted to 17.5 quinta!s per — 


Save ae oe er tet prada 
increased in recent years — by as much as 27 | 
in 1964 over the already high level of the ргесес 


crop is usually parallel to that of cereals in the Soviet 
Union. The cotton harvest can be expected to have been 
maintained at last year’s very high 1еуеё1. = | 

No detailed information is available on fodder crops. 
There is no doubt, however, that the feed situation in 
general, which in 1963 deteriorated to such an extent as to 
cause havoc in the livestock sector, improved somewhat 
in 1964. The end-year census (see Table 7) indicates that 
the cattle herd, which declined by 2 per cent in the pre- 
ceding year, was restored to its 1962 level, the number of 
cows increasing slightly. While the loss of 29 million pigs 
due to forced slaughtering in 1963 could obviously not be 
made good in one year, the 29 per cent recovery in 1964 is 
nevertheless significant. The sheep and goat population 
continued to decline for the second consecutive year; 
complaints have been made about slackening attention to 
the importance of this category of livestock.44 


Animal output may have continued to decline. Accord- 
ing to data on meat output (indicated in the plan- 
fulfilment report for industry) total production on the 
farms amounted to 8.1 million tons, 20 per cent less than 
in 1963; the increase in livestock on the hoof can hardly 
have compensated for this decline. Milk production may, 
however, have improved: the number of cows continued 


3 Data on state procurements of cotton are available for the 
producing republics, as follows (millions of tons): 


Uzbekistan >... . 3.6 

ааа о ь мо 0.545 
Turkmenistan. . . . 0.465 
Azerbaidian а с 0.340 
Е “Savi S 0.167 


5.117 
“4 Pravda, 26 November and 3 December 1964. 


Total of above . 


Sunflower seeds, on a larger area, are also likely to и. i 
have yielded excellent results, as development of this 


, 


Agricultural investments in the Soviet Union _ 


Millions of roubles at constant prices 


Sources : Vestnik statistiki, No. 5, 1964; Pravda, 10 December 1964; and state- 
ment by the representative of the Soviet Union to the 16th Session of the ECE 
Committee on Agricultural Problems, Geneva, December 1964. 


to rise, by about 1 per cent, and industrial output of all 
milk products showed significant progress. 

The state procurement plan for animal products was 
not fulfilled, and no data on quantities delivered have 
been published in the Soviet Union as a whole. It is 
known that milk procurements in the RSFSR* rose by 


45 Sovetskaya Rossiya, 2 February 1965. 


1958 1959 
о. . a : oe 55926 602: 6227 6882 142 8 500. 9 3008 
of which : 
State investments . vg 2 683 2 495 3 061 Sei 4158 5 100 ee 7000 
= of which : for productive purposes . 2279 2 021 2471 2 984 3 364 4 200 4 840 5700 
г. of which :in State farms eo Se ee 883 1132 1475 1850 2139 2300 я oa 
_ Collective farm investments ....... 2 843 3 526 3 166 SBS) 3 274 3 400 
of which : for productive purposes . (ee 2485 3119 2755 217% 3 000 3 100 
Total productive investments . 4 764 5 140 5226 5:755 6 364 7 300 oe = 
| Percentage distribution on тат purposes 
Construction es Pe. A. ee 50.8 58.0 63.6 63.1 62.7 69.6 = ны 
of which : = 
‘(Gram storage facilities and'elevators.. . 2. .-. 2. ©. 6 es 4.1 4.2 4.4 53 5.0 4.8 
Water-supply facilities, wrigation, ее: . . i BS. se OBES Fes 7.6 8.7 10.3 10.5 10.9 
ВС а RAMS axe. Cig. ЕЕ 3.8 ЕЕ) 33 3.0 4.4 3.4 
Establishment of orchards and vineyards 2.8 2.8 Sel SH 33 3.0 
Equipment . 46.4 39.2 os: 593 34.0 27.4 


@ Investments in agriculture exclude expenditures for basic livestock and major 
repairs. 
5 Official estimate. 


9 per cent, and in Byelorussia** by 19 per cent, in com- 
parison with 1963. A series of measures has been taken, 
however, to promote the livestock sector. Much importance 
will be attached to the creation of a dependable fodder base 
and an abundance of the diverse feeds necessary for the 
accelerated development of animal husbandry. The 


46 Sovetskaya Byelorussia, 31 January 1965. 


the eid norms, and the permission Price 
to ual cattle-owners to buy fodder concentrates 
may reinforce the tendency already noticeable in 1964 for 
livestock in private ownership to increase. Besides such 
encouragement to small-scale production, the Govern- 
ment is also taking measures to promote the establish- 
ment of specialized poultry-breeding farms and pig- 
factories. The upward adjustment of state purchasing 
prices for milk** from 1 January 1965 may also have a 
stimulating effect. 


Efforts to equip the agricultural sector for more inten- 
sified production are gaining momentum. Total invest- 
ments in agriculture in 1964 are preliminarily estimated at 
9.3 billion roubles, i.e. 9 per cent more than in the pre- 
ceding year (see Table 8). Of these, state investments for 


productive purposes are stated to have been above plan 


and rose by 15 per cent; a significant increase is also 


47 Izyestia, 10 December 1964. 


48 No indication of the importance of the increase has been given, 
but the milk procurement prices appear to have been significantly 
below the level of calculated costs of production on state as well as 
collective farms. (See the Survey for 1963, Chapter I, p. 24.) 


prev. u 

16 per ee tal | 

gross weight) rose py 17 per cent and a furth 

nearly 30 per cent is planned for 1965. 7 
Greater attention than hitherto will be paid in 

the rational distribution of available supplies a1 


regions and crops. Present fertilizer prices, which fail to = 


reflect the nutrient value of the various types, have long 
been severely criticized and the State Planning Commis- 
sion has recently recommended their revision. New prices 
would be brought into force as from the beginning of 
1966.4 Some adjustment in the unequal incidence of 
transport costs, which are borne entirely by the con- 
sumers, will also become necessary.*° In the future a more 
rational location of fertilizer plants is also to be promoted. 


"4 Pravda, 9 February 1964. | 


50 The following example has been quoted to illustrate this point: 
average costs for transport-of 1 ton of superphosphate being 
1.60 roubles, the actual expenditures of farms in various regions of 
the country may vary between 0.67 and 10.68 roubles. See Pravda, 
9 December 1964. Data on prices to producers are not available, 
but according to another source actual costs fluctuate by as much 
as 15-20 per cent due to the incidence of transport charges (Voprosy 
ekonomiki, No. 5, 1964, pp. 75-83). 


TABLE 9 


Stock and deliveries of agricultural machinery in the Soviet Union, 1958 to 1964 


In thousands (figures in italics in thousands of 15 h.p. units) 


1958 1959 1960 1961 1962 1963 1964 Plan 
Stock 
О amin c's в Пе Е 1001 1 054 1422) 1212 1 329 1451 
1750 1849 1985 217 2 400 2 600 
Graincombinese,.. Geet. с Peet. a ote 502 494 497 498 520 533 
а SC ears | oie. ie, Se es 700 729 778 796 875 916 
Deliveries 
О от <i ve Gate, Me. eo ee 157.5 144.3 157.0 185.3 206.0 239.3 222.0 
251.9 236.3 269.2 333.9 376.6 437.6 422.0 
О бое ое по 64.9 531 57.0 70.0 79.2 79.6 78.0 
ОЕ ЕО С Е ce 102.1 76.3 66.1 69.7 82.6 68.8 80.0 
: Fertilizer supplies to agriculture (in millions of tons ) 
MotaleGnigross Маз. ми 10.6 Е. 11.4 т 13.6 15 
Total (in pure nutrient уаше . . . 2.46 2.58 2.62 2.71 3.09 3.59 et = 
of which: я . 
ПО о и 0.686 0.710 0.769 0.859 
РВВ Ее. < 0.821 0.837 0.823 0.842 a ose 
Г 0.242 0.265 0.306 0.335 0.352 
0.787 0.766 0.703 0.326 0.901 


Sources : Narodnoe khozyaistvo SSSR у 1962 godu; SSSR vy tsifrakh v 1963 godu; Plan-fulfilment Report for 1964; Vestnik statistiki, 


khozyaistvo, 1965, No. 1, р. 7. 
@ Including tankers. 


No, 5, 1964; and Planovoe 


‹ 


i 


54 See, for instance, Pravda, 22 January 1965. 


ran ; те 
* $ = ; Е TABLE 10 yj 
1 Livestock numbers and output of livestock products in seven eastern European countries, 1961 to 1965 | 
fs,” Rs Numbers of livestock in thousands, output of meat and wool in thousands of tons, of milk in millions of litres, of eggs in millions 
‘ + Number ; : Output у 
и обочину Year x ; 
Cattle of Fag) Pigs Sheep © Meat Milk Eggs Wool 
pAlbenia ‹.:.... 1961 415 147 128 1 586 
4 1962 | 407 148 108 1576 
Ч ор, L963 302 149 то 1581 
1964 318 1 680 
Вана о. 1961 1 582 а 599 42.331 10 161 488 53 1401 23 
1962 1582 600 2066 10 107 525 1093 1316 ее 
1963 1494 568 2097 10 308 501 1 130 1 260 24 
: 1964 1 390 * 2130* 10500* 1 246 1 303 25 
к, Czechoslovakia .... 1961 4518 2 062 5 895 603 962 3 827 Bye) 
Е 1962 4 507 2045 5 897 524 993 3 554 2915 
Е 1963 4 480 1984 5 845 597 989 3 429 2255) 
в 1964 4 436 1959 6 139 568 3 6486 
a Eastern Germany ... 1961 4 548 2176 8 864 1 930 1 407 5 612 3 602 
в 1962 4 508 2092 8 045 1 792 16225) 5 216 3 100 
1963 4 614 2102 9 289 1899 1346 5 569 3 250 
1964 4 682 2132 8 759 1972 eas 5751 в 
| У а ле 1961 2021 848 8 423 2 643 813 1 842 1 900 9.4 
a 1962 2 003 806 1772 2850 880 ¢ 1752 1 835 9.4 
у 1963 1908 773 7 041 3 043 а 1 741 1 850 9.5 
1964 1973 790 6 820 3 305 ae 1 830 2 054 10.3 
ПРЕ о: 1961 9 168 5 915 13 434 3 494 2 432 12 387 6 141 8.8 
1962 9 590 6 022 13 617 sh pail 78, S305) 12 486 6 092 8.2 
1963 9 841 6 070 11 653 3 056 2 349 12 273 5 750 Teil} 
1964 9 940 6015 12 820 3 022 2 400 * 12 369 5 903 7.3 
в ts) ws! pie 1961 4 707 2 144 4 665 12 285 
1962 4 566 2 026 4518 12 068 
1963 4 637 1 960 4 658 12 400 
1964 a = 3 a6 


@ Excluding buffaloes. 
6 Calculated from data on percentage increase. 
Сс Calculated on the basis of industrial production. 


Sources : Statistical yearbooks. 


Note. — For livestock numbers,-end-year census in Albania, Bulgaria, 
Czechoslovakia and Rumania, November census in eastern Germany, September 
census in Hungary, July census in Poland. Figures for meat are in terms of live 
weight in Bulgaria, Czechoslovakia, eastern Germany and Poland, in terms of 


carcase weight in Hungary. 


on. The present 
‘greater emphasis on economic methods of managing 
state and collective farms is intended to facilitate the task 
of the authorities in regulating material incentives and in 
linking them more efficiently to plan targets for agricul- 
tural production. 


Eastern European countries 


— 


(a) Output т the crop and livestock sectors 


In most countries of the region the weather was not 
particularly favourable for farming, but conditions were 
rather uneven. The harvest results were to a large extent 
influenced by the summer drought, which affected a 
territorial belt stretching from the Baltic Sea to the 
Mediterranean over Poland, Czechoslovakia, Hungary 
and part of Rumania. Available data on production and 
yields of the main crops are assembled in Table 11. In the 
livestock sector developments were on the whole more 
satisfactory. In most countries, feed supplies carried over 
from the 1963 harvest — and in several instances supple- 
mented by imports — helped to maintain a comparatively 
high level of production. Output of milk and eggs 
increased in all countries for which data are available, 


but some decline in meat supplies occurred almost every- - 


where. Changes in livestock and animal output are 
illustrated in Table 10. The more detailed developments 
in the agricultural sector of the eastern European region 
in 1964 cannot be generalized, however, and are described 
below country by country. 


The prolonged drought period in Poland, which started 
at the end of May, seriously damaged grain and fodder 
crops. The total crop of cereals was 7 per cent below that 
of 1963, the decline being entirely due to a decrease in 
yields, which, at 16.1 quintals per hectare, were below the 
average for the last four years. Precipitation in the late 
summer saved the root crops, but a record harvest of 
potatoes and sugar-beet could no more than compensate 
for the poor grain resuits. Total crop output was on the 
same level as in 1963. Potato yields on an unchanged area 
were higher-than in any postwar year; an increase of 
nearly 20 per cent in the sugar-beet area resulted in a 
total crop of 12.6 million tons — 18 per cent more than in 
1963. The oil-plant harvest was also larger, thanks to a 
considerable expansion of the sown area. 


Polish livestock production has barely progressed in 
recent years. The slight increase in global animal output 
in 1964 reflects mainly a partial recovery in pig numbers 


85 Izvestia, 25 November 1964 and 4 February 1965. 


problem of 
fforts to develop 


somewhat above the level of 1963. Total meat ‹ 

and egg production rose by some 2.2 and 2.7 per cent 
respectively. Domestic wool supplies continued to fall, 
reflecting the steady decline in the number of sheep. _ 


State procurements of agricultural products were on the — 


whole satisfactory, but the campaign launched for in- 


creased deliveries of grain in exchange for fodder did © 


not apparently meet with complete success. The problem 
of cereals has become crucial for Polish agriculture. In 
recent years total grain supplies have fluctuated around 
17 million tons, of which 2-2.5 million tons from imports; 
in order to prevent a decline in livestock production, 
foreign supplies are planned to increase to about 3 million 
in 1965. The fodder resources of the country have been 
analysed in detail in a series of official speeches, and 
objections have been raised to the excessive and inefficient 
utilization of grain for feeding purposes. The Plan for 
1970 postulates an intensification of domestic cereals 
production, which will be achieved not by increasing 
the area — already quite considerable — but by raising 
yields and changing the structure from predominantly 
rye at present to wheat and barley. Measures are also 
envisaged to increase industrial production of feed 
mixtures, which should attain 4.3 million tons in 1970. 
Availabilities in 1963 amounted to about 1.9 million tons, 
and are reported to have increased by some 50 per cent 
in 1964. 


About one-third of Czechoslovakia’s territory was 
seriously affected by the summer drought in 1964. Yields 
of all the important cereals were considerably lower than 
in the last four years. A 2.1 per cent increase in the total 
area of cereals, which accounted for 52 per cent of 
total arable land, was not sufficient to maintain the total 
harvest at the 1963 level. Wheat production continued to 
increase, however, thanks to an expansion of area by 
more than 15 per cent; the premia system applying to 
this crop may also have had a stimulating effect. Potato 
yields were about 45 per cent higher than in the last four 
years; the sugar-beet yield was below average and the 
total crop must have been smaller than in 1963; state 
procurements of sugar-beet are reported to have reached 
7 million tons, or about 7 per cent less than originally 
planned. 


Progress in the animal sector compensated for the 
decline in crop production, however, and global output 
could thus be maintained just above the 1963 level. 
According to the end-year census, cattle herds, including 
cows, continued slowly to decrease, whereas the pig 
population increased by about 5 per cent. Weights of 


increase in yields contributed to raise milk production 


ee 


ae ee 


_ 


| 
а 
4 


1.04 
1.50 
0.95 

8.43 

4.66 


Sugar-bect .. ..... | 3.37 2.36 
Sunflower seed ..... 0.07 0.11 
_ Poland 

по Cereals ас. 14.9 16.1 
of which: 3 
Wheater er Sor ee ss 2.30 2.79 
Lot ea Пра МИР 7.88 8.36 
PO Eo es A ео 1.31 1.34 
MOL ae ths Fe a 27 2.94 
ЕВ. th 37.86 45.20 
BOUear-DEEL 2 ее 10:26 ©) 41356 

Rumania 
DOtal CEled!S s,s oe dicate 9.83 10.61 
of which : 

‘pread grains к 3:55 4.05 
О кс Беер в $:53 5.14 
НОЯБ fay oy жд 3.40 2.91 
Sunflower seed... . + 0.52 0.48 
МЕ > 3.09 2.87 


eee i 
164 
95 


тЫ + 
0.91 
0.47 
5.00 
5.81 


5.94 


1.31 
1.73 
1.16 
13.28 


. 4.97 


44.8 
10.7 


10.44 


3.88 
6.02 


2.30 
0.51 
2.69 


op tc 
а 


ом 


14.8 


42.0 
12.2 


11.6 


16.9 


А ОЕ и 


@ Preliminary figures. 


Sources : Statistical yearbooks, plans and plan-fulfilment reports; statements 
by delegates to the 16th session of the ECE Committee on Agricultural Problems, 
Geneva, December 1964; Probleme Economice, No. 1, 1965, р. 13; Tarsadalmi 
szemle, No. 1, 1965, p. 6; and direct communication from the east German Central 


Statistical Office. 


6 Including maize. 
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livestock seem in general to have improved and milk 
yields (per average number of cows during the year) rose 
from 1,705 litres in 1963 to 1,859 litres in 1964. Milk 
production increased by 6.4 per cent. Quantitative data 
for other animal products are not available, but output 
of eggs and poultry is stated to have risen satisfactorily, 
mainly as a result of the rapid development of large 
poultry-breeding farms. State procurements of animal 
products were considerably higher than in 1963, although 
the ambitious targets set for pork and milk deliveries 
could not be fully met. 


In Czechoslovakia efforts are also being made to main- 
tain a high level of livestock production, and great stress 
is laid in official statements on the need to provide 
adequate quantities of feed and fodder. The development 
of forage crops will be particularly favoured, but larger 
imports of cereals will be required in 1965 — the Minister 
of Agriculture having referred to requirements of some 
2.2 million tons. 


No data are available on global agricultural output in 
eastern Germany; on the whole, results would seem to 
have been better than in 1963, in both the crop and 
livestock .sectors. Commercial production is reported 
to have reached a peak level; and the increase of 8 per 
cent over the 1963 level can only partly be accounted for 
by price increases. The state procurement plan was over- 
fulfilled for many items, such as cereals, pulses, potatoes 
and all livestock products. Average yields of cereals 
improved by 9 per cent in comparison with 1963; but 
potato yields remained the same, and those of sugar-beet 
declined slightly. 


The livestock census at the end of November 1964 
showed a slight improvement in the number of cattle and 
sheep, but the pig population declined by nearly 6 per 
cent from its very high 1963 level. A new premia system, 
effective from 1 January 1964, is expected to help stimulate 
pig-meat and milk production. As in the two previously- 
mentioned countries, industrialized poultry-meat and 
egg production is beginning to augment total supplies. 
According to census data, the total number of laying 
hens increased by some 10 per cent in 1964. 


Although the planned growth rate was not achieved, 
global agricultural output in Hungary rose by some 2 per 
cent in 1964. Net output remained, however — according 
to preliminary data 56 — at Фе 1963 level, as material 


56 Agricultural output in Hungary 
1961 1962 1963 1964 а 
Billion forints at 1959 prices 
ING OULDUE 3) «EE ta ey awe sae 29.2 29.9 31.2 31.0 
Material Cost) 4. ма а м И Gane 34.1 34.5 36.4 38.0 
Gross output .Si tie. Sate FB 63.3 64.4 67.6 69.0 
Percentage changes: corresponding 
period of previous year = 100 
INet Output о —4.6 2p) 4.7 —0.6 
Малена Со sca ия «6 eo San 12 5.4 4.4 
Gross"Output ее 0.7 1.6 5.1 2.0 
of which : 
Crop production’ 05.3.3 a a... —3.6 3.8 9.3 — 
Animal production. ....... 6.3 —0.7 —1.5 a” 
Percentage distribution of gross 
agricultural output 
INGE Oi pt Mtn нло 46.1 46.4 46.2 44.9 
Патент] СОЗ steep ra, agar con ла 53.9 53.6 53.8 55-1 


Sources : Statements of the Hungarian Delegation at the ECE Committee on 
Agricultural Problems, Geneva, December 1964; Statistical yearbook 1962, and 
Statistical pocketbook, 1964; and Mezdégazdasdgi statisztikai zsebkényy, 1964. 

@ Preliminary figures. 


inputs of industrial origin and feed continued to increase 
more rapidly than gross output. 

The stagnation of crop production was partly influenced 
by the effects of the drought on coarse grain and potato 
yields. Areas of maize were somewhat smaller than in 
1963, and yields declined; at 25.8 quintals per hectare, 
they were nevertheless above the average of the four 
preceding years. Barley yields were disappointing, and the 
total crop decreased in spite of larger areas sown. In 
contrast, the total bread-grain harvest increased by some 
34 per cent and covered domestic requirements for the 
first time in the past five years; wheat yields were excellent, 
on an extended area. 

Production of vegetables and fruit remained below the 
peak level reached in 1963. The tomato harvest was good, 
and grape and vine crops were excellent. The area under 
vegetables had been drastically reduced, the main explana- 
tion being the marketing difficulties experienced by the 
peasants in the rich harvest year of 1963.57 


After a fall of 114 per cent in the preceding year, global 
animal output rose by 5 per cent in 1964. The success 
appears to a large extent to have been the result of a well 
conceived credit and price incentive programme for 
increasing livestock herds, and of growing government 
encouragement of the industrial production of con- 
centrated feed and feed mixtures. According to the 
September census, livestock numbers expanded, but only 
partly recovered from the declines of three consecutive 
years for all categories except sheep. The pig population, 
on an increasing trend, was also larger at the end of 1964 
than a year earlier. The quality of the cattle herd has been 
greatly improved in recent years. Milk production 
increased by 5 per cent, mainly due to rising yields. Data 
on total meat production are not available, but a con- 
tinued rapid rise in output of poultry-meat appears to 
have helped to ease a certain shortage of meat supplies 
caused by reduced slaughtering. Egg production was 
13.5 per cent higher than in 1963. The high level of the 
sheep herds, and the improved yields per animal, per- 
mitted an expansion of wool production by 8 per cent. 


The 1965 Plan provides fora further increase in livestock 
yields. Special attention will be devoted to the efficient 
distribution of imported feed,®® which will account for a 
considerable part of total fodder supplies — especially 
for raising pigs. In distributing feed, priority will be given 
to efficiently organized enterprises, which are expected to 
operate with a feed ratio of 4.5 for pig-meat.®*® 


In 1964 global output of agriculture in Bulgaria 
expanded faster than in any year since 1959 and the 
ambitious planned target of 8.6 per cent was fulfilled, 
thanks to favourable crop results and a record growth in 
livestock output. The success in 1964 is to a large extent 
due to favourable weather conditions, but may also be 
partly attributed to a marked improvement in agricultural 


57 See Figyeld, 19 August 1964. 


58 Feed grain imports of about half a million tons are planned 
for 1965. The corresponding actual supplies from abroad in 1962 
and 1963 were 443 and 300 thousand tons, respectively. It should 
be noted that imports of oil cake and meal have been increasing in 
recent years (122,000 tons in 1962; 162,000 tons in 1963). 


°° Népszabadsdg, 14 January 1965. 


techniques in general: application of high-yielding strains, 

fertilization, mechanization and irrigation. The total 
_ cereals crop is reported to have risen by 15 per cent over 
the 1963 level. Barley and maize yields, on slightly greater 
_ areas, increased by 18 and 17 per cent respectively; the 
_wheat crop was probably smaller than in 1963 as a 
consequence of blight. Sugar-beet yields rose by more 
than 55 per cent to an unprecedented level, and excellent 
results were also reported for potatoes and technical 
crops. 


Although pastures and hay crops were less favoured, 
feed supplies seem in general to have been satisfactory. 
Output of-animal products, except meat, increased: milk 
by 10.3 per cent, eggs by 3.4 per cent and wool by 4.6 per 
cent. It is estimated that the total number of cattle 
continued to decline, but with a larger share of milk 
cows; numbers of other livestock rose only slightly. 


Global agricultural output in Rumania increased by 

5 per cent in 1964 ® and was almost back to the 1961 

- peak level. The average for the first five years of the 

current (1960-1965) Plan was some 13 per cent higher 
than in the previous quinquennium. 


Weather conditions were not on the whole very 
favourable. Dust storms in late April caused damage in 
some regions; and although rainfall in May and June 
favoured the development of crops, a period of drought 
followed. By and large, however, harvest results appear 
to have been very satisfactory. Plan-fulfilment data on 
average production in the period 1960/64 permit, with 
a minor margin of error, the estimation of some crop 
results in 1964. Total cereals production increased by 
over 6 per cent and, at a level of almost 11.1 million 
tons, was on a par with the postwar peak of 1957. Sun- 
flower-seed output was about 2 per cent higher. For both 
crops, the improvement was almost entirely due to 
expansion of sown area. There was also a significant 
increase in the area under sugar-beet, but for this crop 
the yields rose sharply to a record level, largely on 
account of steadily increasing fertilizer supplies. In 
contrast with these changes, the areas sown to potatoes, 
vegetables and pulses decreased, but yields were quite 
favourable, and in particular output of vegetables 
increased by nearly 6 per cent over the 1963 level. 


The total area of fodder crops has now reached 1.5 
million hectares and the share of high-yielding varieties 
with high nutrient value has continued to increase. This 
must have had a positive influence on animal production, 
which is reported to have exceeded the 1963 level. At the 
beginning of 1964, livestock numbers showed a tendency 
to increase, but more recent information is available 
only for the socialist sector. A series of measures to stimu- 
late livestock breeding and production was taken in the 
course of the year. Output of animal products in state 
and collective farms (excluding private plots) indicates 
an increase in milk and wool production by 11 and 19 per 
cent respectively, and egg production doubled. Intensive 
pig and poultry breeding continued to expand, par- 
ticularly in specialized units within state farms. 


во Information communicated directly to the Secretariat by the 
Rumanian Statistical Office. 
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In Albania global output is stated to have been at a 
record level, but the increase of less than one per cent 
over the 1963 volume of production represented a very 
substantial shortfall from the 13.4 per cent increment 
planned for 1964, and appears to have been due to 
unsatisfactory livestock production and poor yields of 
tobacco and cotton. On a total sown area 2.4 per cent 
larger than in 1962/63, the bread-grains plan target of a 
16.5 per cent increase was over-fulfilled by an actual rise 
of 19 per cent. This is the result of a bumper wheat crop, 
which is reported to have been twice as large as in 1963, 
thanks partly to higher yields and partly to an increase 
in area — at the expense of maize (included with bread 
grains in Albania). Production of fodder crops went up 
by only 3 per cent. There were very large increases in the 
harvests of potatoes and sugar-beet, but other root crops, 
vegetables, etc., rose by only 1.4 per cent. And notwith- 
standing the persistent efforts made to develop fruit and 
vine cultivation as sources of new exports, the fruit harvest 
was only 3.4 per cent larger than in 1963.% 


(b) Investments and current inputs 


Although it is difficult to provide a fully satisfactory 
statistical picture of how the infrastructure in the agri- 
cultural sector of the various eastern European countries 
has improved in recent years, continuing efforts are 
evidently being made in this field. Investments are rising 
steadily, in quantitative as well as qualitative terms, and 
increasing attention is being devoted to efficiency in the 
utilization of available resources. It is obvious, however, 
that a significant share of investment is still required for 
the consolidation of the collective farm structure. In 
several countries, building activities in agriculture are 
being reorganized on more rational lines; the elaboration 
of standard type projects and the application of assembly 
building methods are designed to speed up the construc- 
tion of storage facilities, shelters and adequate livestock 
sheds. Important land melioration and irrigation works 
are contributing to an improvement in soil conditions, 
at the same time as supplies of selected seeds and breeding 
stock are increasing. The growth of supplies of machinery 
and mineral fertilizers is illustrated in Table 12. Moreover, 
attempts are being made throughout the region to improve 
the work of technical supply organizations and establish 
better co-operation between industry and the consumer. 


A remarkable increase in 1964 in agricultural invest- 
ment — preliminarily estimated at 23 per cent — was 
reported in Poland, with the capital outlays of agricultural 
circles rising faster still. A further 19 per cent increment 
is planned for 1965, and the new Five-year Plan provides 
for total capital outlays 63 per cent greater than in the 
period 1961-1965. Special emphasis will be placed on 
machinery and equipment supplies in agricultural circles. 
Total tractor supplies in 1964 were slightly smaller than 
in the preceding year, but the value of machinery delivered 
to agriculture increased by 6 per cent, although planned 
targets were not fully met. Chemicals supplies also 
improved; 8 per cent more fertilizers were utilized, and 
the value of pesticides distributed rose by 25 per cent. 


61 See Zeri i popullit, 30 January 1965. 


Page 26 — Chapter I 


TABLE 12 


Supplies of tractors, grain combines and chemical fertilizer in eastern European countries, 1961 to 1964 


Tractors and combines in thousands : fertilizers in kilogrammes of pure content per hectare of arable land 


Combines 


Tractors 

1961 1962 1963 1964 1961 1962 1963 1964 
Albania-Cerc ao. ОЕ 4.9 5:9 Se 7.4 0.4 0.4 RE ge 
Ва 2. ae. < 44.2 48.4 54.6 58 * 9.4 10.6 11.9 124 
Czechoslovakia®. .... 115.6 137.6 161.6 : 8.9 9.7 9.8 т 
Eastern Germany®. ... 89.9 99.9 111 118 9.2 11.4 12.8 13.8 
Нора Gack noes 44.2 49.4 54.9 58.0 4.7 5.6 7.0 8.0 
Polandin я ес 71.6 83.2 98 * 104 * on me Е р 
IRUmaniaistee а аи 52.0 57.5 65.4 74.4 23.4 24.8 32.5 35:2 


рН Fertilizer application 8 
Tractors Combines ‘ 

1961 1962 1963 1964 1961 1962 1963 1964 1961 1962 1963 1964 
ар 2. ten om rae cee ce 0.4 1.0 0.9 0.6 | — — ri 132 se р ae 
IB ete ee eee бе ть eee с 63° Sie 1.4*| 29.4 31.4 36.5 59 
‘Czechoslovakia. = <°. о TAO” 16.2" О, 16.2 3s РИ 97.6 112.0 120:0°~ 142 
Eastern Germany’. . Tie aor Wat O85, || 120223) MAS Ds 206:0% 20322) 8225 248 * 
р а ar 4.9 Bes ton SA SOI 1 eZee 0 41.3 53.4 SSRs та 
Poland Seas ete ee ee 12:95 11.8: 22056) 899 ие 1, 51.9 58.6 58.3 63.0 
RMUMAWIA ts на во 12:1 9.3 1 1035126 16105574356 94а ga 17 21 


Sources: Statistical yearbooks; statements by delegates to the 16th session 
of the ECE Committee on Agricultural Problems, Geneva, December 1964; 
Probleme Agricole, No. 1, 1965; Revista de Statistico, No. 2, 1965, p. 23; and direct 
communication from the east German Central Statistical Office. 


@ Tractors in 15 h.p. units. 


In Bulgaria investments in agriculture are reported to 
have increased by some 8 per cent. Special emphasis was 
laid on electrification and water supply improvement; 
capital expenditures for these two items doubled. The 
irrigated area was expanded by 5 per cent, and now 
amounts to a total of some 912,000 hectares; supplies of 
chemical fertilizer reached a new level of 59 quintals per 
hectare. 


The volume of capital outlays in Rumanian agriculture 
also seems to have been larger than in 1963, but no data 
have been published. New drainage work was under- 
taken. The stock of machinery is increasing rapidly; the 
tractor park now comprises some 75,000 units, and further 
expansion of about 10 per cent is planned for 1965. With 
the enlargement of the domestic chemicals industry, 
fertilizer supplies and their structure are constantly 
improving with~a rising share of nitrogenous products; 
average application per hectare is, nevertheless, the lowest 
of any eastern European country other than Albania. 


In eastern Germany and Czechoslovakia, the two 
countries where the scarcity of agricultural labour remains 
serious, investment continues at a high level. In eastern 
Germany capital outlays of DM 2.5 billion in 1964 are 
reported to have been 19 per cent higher than planned, 
the share of financing undertaken by collective farms 
having increased significantly as a result of their improved 
incomes. Thirty per cent of total agricultural investment 


® Fertilizers per hectare of arable land, except in Albania and Bulgaria (per hectare 
of cultivable land). 


с Equipment in socialist sector only: fertilizer total agriculture. 
4 Calculated from data in gross weights. 
€ Deliveries include an important number of 65 h.p. tractors. 


were utilized for melioration works. In 1965 special atten- 
tion will be given to agricultural building, which has 
hitherto been rather neglected. Mechanization of agri- 
culture progressed in 1964, although deliveries of new 
tractors and combine harvesters were somewhat smaller 
than in the preceding year, and a considerable improve- 
ment in the already high level of fertilizer supplies was 
also reported. Agricultural investment in Czechoslovakia 
increased in value terms, amounting to 5.8 billion Kés, 
of which 40 per cent went to machinery; the price of certain 
investment goods changed during the year, however, 
and it is consequently difficult to assess the true extent 
of the increase. Deliveries of tractors and combines, 
which had slackened somewhat in 1963, reattained the high 
1962 level. Fertilizer application increased considerably, 
although there have been complaints about inadequate 
structure of supplies and irregular distribution. 


In Hungary, where agricultural employment has 
declined-rapidly in recent years — by 15 per cent between 
1960 and 1963 — modernization of the agricultural sector 
has become imperative. No final data on total agricultural 
investments in 1964 are as yet available, but the planned 
target of a 13 per cent increase in the state and co- 
Operative sector would seem not to have been fully met 
owing mainly to overstrain in the agricultural building 
sector. It should be noted that in the two previous years 
the corresponding rate was about 24 per cent. Mechaniza- 


— 
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| Price increases sand other material incentives to farmers 


= 


rice adjustment for products in short supply occurred 
_ in nearly all countries. A more and more common device 
_ ш the field of material incentives is the introduction of 
_ premia systems, sometimes on a nation-wide scale, some- 
_ times for particular regions or for especially unfavoured 
categories of farms. This development was noted in 
_ eastern Germany and Czechoslovakia already in the 
course of 1963.6? In the former country a new form of 
_ progressively-scaled premia for yearly increases in state 
__ deliveries has been introduced for milk and slaughter pigs 
_— аз from | January 1965.63 A special feature is that these 

_ ргепма have been so designed as to stimulate optimal 
_ planning, with the aim of easing the task of the authorities 
in anticipating available supplies. In order to promote 
more regular milk production throughout the year, 
] differentiated summer and winter prices have been 
4 


introduced; a further increase in pig-meat production is 

expected as a result of the authority granted to non- 
agricultural enterprises to conclude delivery contracts 
~~ against provision of feed supplies. 


In Czechoslovakia a series of measures to increase 
_ material incentives in the farming sector was outlined 
- at the Plenary Session of the Central Committee of the 
Party in November 1964 ® and is to be further elaborated 
by the Ministry of Agriculture before taking effect in 
1965. State procurement prices for milk and cattle will 
be adjusted upwards, but the new costs are to be financed 


4 
Е 


62 See the ЗовуеЕУ for 1963, Chapter I, р. 30. 
88 Neues Deutschland, 4 July 1964. 
84 Rudé Ргауо, 20 November 1964. 


“major price reforms took place in 1964, but some > 


maize, pulses, flax and wool 
Financial aid to farms it п 
less-favoured regions is to be enlarge ore # 
problems have also been discussed, such as a revisic 


labour-day unit system by fixed remuneration, guaranteed 
in advance, for work in the collective sector. 4 
In Bulgaria special premia payments have recently ~~ 
been introduced with the purpose of stimulating agricul- 
tural production in mountainous and semi-mountainous 
regions; and in Rumania a system for adjusting state 
procurement prices in relation to percentage increases in 
actual deliveries over those contracted was introduced 
in 1964.5 


In Poland state procurement prices for veal and mutton 
were raised in- 1964, and fairly generous state aid was 
granted for the purchase of breeding animals. In Hungary 
production on household plots and on auxiliary farms 
will be further favoured by new possibilities for short- 
term credit, granted free of interest by the procurement 
agencies in connexion with the establishment of delivery 
contracts. As for state procurement prices in that country, 
it has been officially stated that changes are at present 
undesirable. It has, however, been decided to reduce 
prices to producers of agricultural machinery by 20 per 
cent and those of spare parts by 25-30 per cent, with 
effect from 1 January 1965. Prices of weed-killers and 
feed admixtures have also been reduced. 


system in collective farms, and further replacement of 


85 Statement by the the Rumanian representative to the 16th 
session of the ECE Committee on Agricultural Problems, Geneva, 
December 1964. 


88 Népszabadsag, 25 February 1965. 


4. INVESTMENT OUTLAYS AND CONSTRUCTION 


Once again the investment sector had to cope, in all 
countries of the area, with substantially the same prob- 
lems,®’ but within widely different economic contexts and 
with varying degrees of success. 


In several countries total investment outlays increased 
more rapidly in 1964 than in 1963 (see Table 13).°° Thus, 
Czechoslovakia managed to raise significantly the level of 
investment activities after the sharp decline in 1963, 


67 See the Surveys for 1962 and 1963. 

68 It should be noted, however, that with the exception of Czecho- 
slovakia the figures given in Table 13 exclude private investinents, 
the bulk of which is concentrated in housing. It appears from 
available figures on private housing completions (see section 5) that 
this part of investment outlays continued to decrease in 1964 every- 
where except in Poland. 


although the target was not quite reached. The investment 
plan was under-fulfilled also in eastern Germany, but the 
increase of 6 per cent was quite remarkable if compared 
with the disappointing performance of the previous three 
years. By contrast the modest increase of 3.8 per cent 
registered in Poland corresponded to some over-fulfilment 
of the plan as did the 7 per cent increase in the investment 
outlays of the socialist sector in Hungary. An even higher 
rate of increase of investment outlays was reached in 
Rumania (11 per cent as against 13 planned). In Albania 
the increase of investment outlays was reported as excep- 
tionally large — at 31 per cent — and well in excess of the 
already appreciable planned increment of 12 per cent. In 
Bulgaria, however, total investment outlays appear to have 
remained virtually unchanged (as against the planned 
decrease). In the Soviet Union the increase of centrally 
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fics ee 
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— ae 
= H Е - = =e =e Ret ‘ < 4 #< : = - И - к 7. т а ъ ь и 
НХ а Я Е a ‘ и аира 3 bose 
о и se fem TS 14° =” 55 pest —$ ; ee 
spies Е ee ee ee ees ae 1 11 5. 8-102 12 а: ТОРО 2 
п = ohm on sn —24 a zs ES и ie 4a 
Прапор arp ate а ии а .. —31 35 30 ce Е =} 
Poland ¢ | 
РО А Е, 7.4 10.9 3.9 1.74 3.8 8.6 
f which : : 
alee : Е es ei. 10.3 15.7 5.6 —0.3 4 21 6.8 
а Е ее С 10.8 8.8 10.7 27.8 4 24.4 19.0 
Transport . 13.9 12.5 1.5 —0.4 4 =2:3 10.6 
Trade . —1.3 18.4 0.0 19.64 5) 13.6 
Housing 5.9. —4.4 0.0 —4.1 @ —1.0 5.0 
Rumania 4 
otal state Шуе о. 21 14 9 13 11 11 
Soviet Union 
Total centrally planned state and co-operative 
Е ais el eee ere ЕЕ 10 9 6 10 ca. 8 10.3 


Sources : National statistics, plans and plan-fulfilment reports. 
@ New series: excludes state-financed private dwelling construction. 
о From the budget. 
с Constant prices 1961 to 1963, current prices for 1964. 


planned investment outlays was higher and closer to the 
target than in 1963.59 (See Table 14.) 

The factors behind these highly differentiated develop- 
ments are, of course, manifold and concern partly the 
plans themselves and partly their actual implementation. 


Thus, Czechoslovakia managed to restore the 1962 
overall level of investment outlays: outlays on building 


в In 1963, centrally planned investments increased by about 
6 per cent, while the rise in total investments amounted to about 
3 per cent. 


@ Percentage figures as given in the Plan document (based on preliminary 1964 
returns). 


< 
€ No branch figures available for 1964 or in the 1965 Plan. 


and construction were still 5 per cent lower in 1964 than in 
1962, whereas those on machinery and equipment were 
7 per cent higher. Most of the still substantial increase of 
building activity was due to better weather conditions, 
permitting a 23 per cent increase in building output in the 
first quarter of 1964 over that of 1963, whereas the 
upsurge of investments in machinery and equipment had 
obviously much to do with the quicker increase of imports 
and the slow rise of exports at a time when the output of 
the engineering industry resumed its expansion and special 
efforts were made to satisfy domestic requirements. 
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‚ TABLE 14 


Investment outlays by sector in eastern European countries, 
1960 to 1964 


Billions of national currency 


Country and sector 1960 1961 1962 1963 1964 
Albania 
Socialist sector ..... ES 238 101-159 15] 
Bulgaria < 
Socialist-sector 2. . =. То 1332)" 916.0" © 1527 
of which: 
Above ПЕ о 7.3 7.6 8.3 9.8 10.7 
Below Ио с... . 4.6 5.9 4.8 6.2 5.0 
Czechoslovakia 5 
к = 424: 455 443 394 2403 
ВО ОРС а с 349 36 2359. 325 332 
Co-operative sector 6.2 6.6 6.2 5.0 5.1 
Brivate sector. = .. 4 2S 235 ро 1.9 2.0 
Eastern Germany 
ARGUE ee ee ae 156. 156 160° 16.4¢ 174 
Pile СЕ Ио. 12-2 7 A282 1S 
Hungary @ 
Ree eer aN ene 2: 396 4341 - 45.7. _ .. 
HOCMUSt-S6Cho@r san fsa. age 33: 3825 -4326) 546.7 
of which : 
State sector. аль -« 33.0 29.6 34.2 38.5 ca 42.4 
Collective farms . . 3.4 31 3.6 4.3 
Private sector @ 5:2 6.5 4.9 Sal 
Poland 
Oval stir Sees оо 94.7. 107.4. 1479" 122.1 -126:8 
осла Е SECEON = tw. a tats 82.6 94.6 105.9 109.0 113.2 
IDPFIVALGISCCIO! о. > 12.1 Ре 1209-13 136 
Rumania 
SOCIANStSECLOr —. . , .: о Soe a 5 
of which : 
БАЗЕ: 23.0 27.9 31.7 34.5 37.41 
Soviet Union 
tt Soa ae en СИЕ 367 38.3 40.1 42.2 
State and co-operative en- 
terprises BB 327, 349.570 
of which : 
Centrally planned. . PAM | 28.3 30.8 325 34.8 
Collective farms . . . Е. 3.2 33 3.4 a 
Private dwellings 2.7 De =o) 1.8 


Sources : National statistics and plan-fulfilment reports. 


Nore. — Data for Bulgaria, eastern Germany, Hungary and Poland are at 
current prices. 

@ Old leva. 

Ь In 1963 prices until 1963 inclusively; the figures published in the SURVEY for 
1963, Chapter I, Table 17 were in 1962 prices. The 1964 figures are in current 
prices and are not at all comparable because of the substantial decrease in 
price of machinery. 

С These figures are different from those published in the 1964 Statistical Yearbook, 
15.9 and 16.7 for 1962 and 1963. 

@ New series: socialist sector excludes state-financed private dwelling construction, 
now shown in private sector. 

€ Investment projects put into operation. 


7 Possibly in current prices. 


Volume of investment outlays in Czechoslovakia 


(index numbers) 
1963 1964 Plan 1964 Actual 
(1962=100) (1963=100) (1963=100) (1962=100) 
Building . 87.9 113.6 108.4 95.3 
Machinery ... 90.6 5 117.6 106.5 
Total ee 89.0 114.2 | bred 99.9 


Sources; Statistical yearbook and plan-fulfilment reports. 


The over-fulfilment of the Hungarian investment plan 
resulted also entirely from 1 billion forints above plan 
outlays on machinery, mainly imported,” whereas the 
building target was not reached. This distortion of the 
investment pattern made it increasingly difficult to use 
the newly-imported machines efficiently. 


The long-delayed improvement of east German invest- 
ment activity appears to be a consequence of both higher 
building output and larger outlays on machinery and 
equipment. Even more than in Czechoslovakia the build- 
ing industry benefited from a mild winter: output in the 
first quarter of 1964 was almost 50 per cent higher than in 
the first quarter of 1963, whereas in the remaining 9 
months there was no further improvement over the levels 
reached in the corresponding period of 1963. It appears 
also that eventually productive investments benefited 
from the drastic reduction of the programme for dwelling 
construction initiated in 1961. Whereas, in 1961 and 1962, 
this reduction only inhibited the growth of the output of 
the building industry, from 1963 onwards the redistri- 
bution of manpower and equipment permitted an accel- 
eration of the construction of industrial projects.”1 At the 
same time outlays on machinery and equipment also 
increased partly because of larger imports. 


In Poland the over-fulfilment of the plan corresponded to 
higher than anticipated outlays on private farms which 
invested 6.7 billion zlotys for productive purposes, as 
against 5.5 billion planned and 5.1 billion in 1963. Invest- 
ments in the socialist sector almost reached the target. 


In Rumania the spurt of building activity in the first 
quarter of 1964 (36 per cent over 1963) permitted state 
investment in building construction to increase by 11 per 
cent in 1964, leaving the share of building construction 
in total State investment practically unchanged as 
compared with 1963. 


In the absence of final figures for 1963 (and, of course, 
1964) it is impossible to get a clear picture of develop- 
ments in Bulgaria. The comparison of preliminary figures 
yields no increase in total outlays and a 6.7 per cent 
increase of above-limit investments, the latter being the 
result of a significant over-fulfilment of the plan for build- 
ing and construction. On the other hand, outlays on 
machinery and equipment lagged behind considerably. 


By contrast, the exceptional upsurge of Albanian invest- 
ments appears to have consisted almost entirely of much 
larger imports of machinery and equipment needed for the 
commissioning of several industrial plants (a cement 


то Investment outlays on imported machinery were as follows 
(billion forints): 1962=5.96; 1963=8.35; 1964=12.3; 1965 Plan= 
10.0 (Statistical yearbooks and Térsadalmi szemle, 1965, No. 1, p. 9). 

71 40 per cent of the production workers on industrial building 
sites have been working multi-shift since June 1964. 


works, a factory SRE апогее aes nies 
etc.) begun in the early years of the current Five-year Plan 


(1961-1965) and largely dependent on mainland China Рог. 


their installations. By contrast, building and construction — 


work increased only by 3 per cent — or by 3 per cent less 


than planned — partly on account of the slow expansion 


in supplies of building materials, particularly bricks and 
timber. 

Information on investments in the Soviet Union is 
extremely scanty this year. According to the preliminary 
figures released by Mr. Kosygin in December 1964, 
centrally planned outlays on building and construction 
increased by 3.3 per cent within a total increase of 6.8 per 
cent, in accordance with official policies to decrease the 
share of the building component. The rate of increase of 
total outlays in the plan-fulfilment report is 8 per cent as 
against 6 per cent for completions. The plan-fulfilment 
report does not contain any indication on machinery and 
building separately, but it can be assumed that the under- 
fulfilment of the plan affected both in roughly the same 
proportions (2-3 per cent). In any event, even on the basis 
of the revised plan for 1965, the actual total of centrally 
planned investment outlays in the 1959-1965 period would 
still be some 16-19 billion roubles above the 194-197 
billion roubles earmarked in the Seven-year Plan. 


к - = Billion roubles — SENS ЗееиАИХ 
1963 1964 19655 
Actual? Plan? аа Ра @ 
Total outlays ..... oe в 360 34.8 Pei 
Completions’. > =. - о 35 BEL : 38.0 № 
Increase in uncompleted STs 
о съ 0.3 Ast 0.4 


@ Plan-fulfilment report: the final figures, not released, may differ by 0.1-0.2 bil- 
lion roubles. 


6 Pravda, 17 December 1963. 
с Plan-fulfilment report. 
@ Pravda, 10 December 1964. 


Current information on the sectoral and industrial 


distribution of investment outlays is exceptionally poor. 


Detailed figures are available only for Poland (Table 15), 
where the 1964 results follow remarkably closely the plan, 
which was over-fulfilled in trade and slightly under- 
fulfilled in agriculture, Nevertheless, in comparison with 
1963, the share of agriculture increased very substan- 
tially, whereas that of transport and communications, 
trade and housing decreased. 


In Hungary the main structural changes concerned 
agricultural investments. (See Table 16.) Their share in 


TABLE 16 


Structure of Hungarian investments in the socialist sector (percentages), 1960 to 1964 


> ( ras ts) Industry а Agriculture Transport Trade че 

И сы ОНА 37 187 39.9 2.4 20.8 12.0 3.4 21.5 
су ео 40 ЗВ 33 078 45.3 1.9 17.5 9.4 sist 22.8 
19629. tee НОТ 38 203 43.5 1.9 18.6 11.0 31 21.9 
tI OX ed aR lg oe cet i 43 598 40.1 2.4 20.3 12.4 3.5 Е. 
January-September 1963 . 251195 41.3 2.9 18.4 12.0 2.9 225 
January-September 1964 . 27 445 42.4 2.3 18.9 10.9 $5 22.0 
{OGG ce epee eee 46700 — са 42 са 21 
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1964 (21 per cent) exceeded for the first time the peak 
reached in 1960 and their absolute level increased by 11 
_ № 12 per cent in comparison with 1963, the highest for 
‚ the postwar period. This increase was in accordance with 
the plan. On the other hand, the share of transport 


three main factors. In the first place, with rapid techno- 
logical change, there may frequently be a justified need for 
altering the technical characteristics of a project in order 
to achieve higher labour productivity or better technical 


decreased significantly in the first nine months of 1964 


| and that of trade increased. Finally, the share of industrial 
investments increased from 40.1 per cent in 1963 to 
42 per cent in 1964, reflecting largely the huge over- 


fulfilment of the plan for imports of machinery and 
equipment. 


No figures are available for eastern Germany, but it 


would appear from partial indications that the share of 


industry continued to increase, although much more 


modestly than in the previous year, as did that of agricul- 


ture. These marginal shifts were carried out mainly to the 
detriment of dwelling construction and some other non- 
productive investments. 


No data whatsoever are available on the distribution of 


’_ investment outlays in the Soviet Union, where only a few 


figures оп increases in completions by industrial branches 
were released. 


Completions of centrally planned investments 
in the Soviet Union 


Percentage changes over previous year 


coefficients. However, almost invariably, these changes 
meant upward revisions of the original cost estimates, the 
more so since there were no incentives for downward 
revisions. The second factor was the well-known tendency 
for “under-planning” or purposely low original esti- 
mates submitted in order to obtain approval for the 
project. Once the project gets under way, the authorities 
cannot but approve subsequent upward revisions of 
original cost estimates. Finally, unintentional projecting 
errors remain quite frequent, particularly in periods of 
heavy workload on projecting bureaux and in fields where 
the latter do not have adequate experience. 


A sample inquiry carried out by the Hungarian Invest- 
ment Bank concerning 63 requests for project changes 
submitted in the March-June 1963 period indicated a cost 
increase of 39 per cent, bringing up the cost of the projects 
from 2,385 million forints to 3,314 million as a result of 
the modifications. Of this 929 million forints increase, 
only 336 million forints appeared to be economically 
justified in the light of the inquiry. The main reasons for 
unjustified modifications were the purposely too low 
original budget or under-planning (clearly demonstrated 
for 245 million), and other projecting errors (113 million 


Industrial branch 1963 1964 Е Baar . 
vot о те forints). In the remaining cases there was а mixture of 
Oil and : es ipa 20 16 projecting errors, under-planning and other reasons such 
ar ete Е : - и. а 
г 9 33 7 as changes in prices and in official instructions. 
As far as the permanent problem of completions is 


Таро and" food “#2 12 10 


Source : Plan-fulfilment report. 


Problems of the investment sector 


As in earlier years, the investment sector in a number of 
countries seems to be running into three major and inter- 
related problems: the continuous increase of project 
costs, in spite of stable, or even decreasing, unit prices for 
building work and materials, as well as machinery and 
equipment; the undue length of time of completion of 
projects and the steady accumulation of uncompleted 
investment; the lack of co-ordination between building 
and installation work on the one hand, and orders for 
machinery and equipment, particularly from imports, on 
the other. These factors tend to decrease the efficiency of 
fixed investment outlays at a moment when the investment 
situation in several countries is already strained for other 
structural reasons, such as the shortage of labour and the 
necessary increase of unproductive investments, not to 
mention the additional investment requirements of 
collectivized agriculture in eastern Europe. 


The continuous increase in project costs, frequently 
referred to in most countries,” seems to be the result of 


72 Thus, in his report on the 1965 Plan, Mr. Kosygin stated: 
“ There have been cases on many construction projects where designs 
have been changed many times, where gross mistakes have been 
made in determining the cost of construction, leading to frequent 
upward revisions of estimates. In the past years we have invested 
larger sums in capital construction than envisaged under the Seven- 
Year Plan, but have commissioned fewer capacities.” (Pravda, 
10 December 1964.) 


concerned, it is practically impossible to assess quanti- 
tatively the current situation in most countries. It would 
seem, however, that there may have been some improve- 
ment in eastern Germany and Czechoslovakia contrasting 
with the situation in the Soviet Union, Rumania and, 
rather surprisingly, in Hungary. In eastern Germany, 
where figures on completions have never been released, it 
would appear, nevertheless, that the strict concentration 
of investment activities on relatively few industrial 
projects, the decision to postpone or to abandon the 
starting of several large new projects as well as some 
organizational measures, succeeded in bringing to a halt 
the accumulation of uncompleted investments which 
distorted completely the efficiency of investments in the 
past few years. Similarly it would appear that in Czecho- 
slovakia the worst of the crisis described in last year’s 
SURVEY is over (this is borne out particularly by the rapid 
increase of the machinery component in investments). On 
the other hand, the substantial under-fulfilment of the 
plan for completions (an increase of 6 instead of 13.6 per 
cent) in the Soviet Union indicates that the difficulties 
have not been overcome. This seems to be particularly 
significant in the chemicals industry, where completions 
increased by 17 per cent only as against 48 planned. In 
Hungary, not only was the plan for decreasing uncom- 
pleted investments not fulfilled, but the increase in the 
stock of uncompleted investments was significantly larger 
in 1964 than in 1963 and a series of important projects 
scheduled for completion suffered substantial delays. It is 


78 Figyeld, 28 October 1964. 
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important to note that a substantial part of the delays 
resulted from faulty planning. 

An exhaustive inquiry was carried out by the Hun- 
garian Investment Bank оп below-limit investments 
planned for 1964. According to this investigation there 
were 1,318 projects in the 1-5 million forints range under 
construction with a budgeted value of 5.4 billion forints. 
However, the outlays earmarked for these projects in 1964 
reached only 2.7 billion forints, implying that the average 
completion time was scheduled at two years although the 
norm for such projects is only 12 months. Even in industry 
the investigation showed the following actual completion 
times (in months) for projects finished in 1964 (compared 
with the norm of 12 months): chemicals 16, electricity 21, 
food-processing 15, light industry 19.734 

The 1964 figures for the building industry confirm the 
deterioration of the situation: in the first 11 months the 
value of completed projects increased by 9 per cent (total 
final cost), that of new starts by 18 per cent and that of 
work in progress by 16 рег cent.”4 As a result, the number 
of building workers per | million forints of work in pro- 
gress decreased from 6.0 in September 1963 to 4.9 in 
September 1964, by far the lowest figure for many years. 
This situation had a lot to do with the considerable under- 
fulfilment of the building plan and the decrease of the 
labour force, but it was considerably aggravated by the 
weakness of the planning authorities in resisting pressures 
to authorize additional new project starts over and above 
the 1964 Plan. 


In Rumania, the volume of investment outlays in- 
creased by 11 per cent as against 13 per cent planned; but 
completions increased by only about 8 per cent, as against 
20 per cent planned, in spite of an impressive list of large 
projects commissioned in 1964. It should be noted that 
from 1964 onwards the statistics of total investment 
outlays no longer include machinery and equipment 
delivered but not yet installed. Consequently, total out- 
lays are somewhat lower and completion ratios higher 
than under the previous definition. 


State investments in Rumania 


(billion lei) 
1964 1964 1965 


1962 1963 1963 Plan Actual Plan 
ОН. - 317-345 S351 = 38.4 2 SA 42.0 
Completions . . . 27.0 26.0 ЭТ: Ow) 
Completion ratio 
(percentage) . . 85.2 75.4 712: 81.9 74.9 


Sources: Plans, plan-fulfilment reports and direct communication from the 
Rumanian Government. 


@ Excluding machinery and equipment delivered but not yet installed. 


The picture is somewhat confusing in Bulgaria, where 
the 1964 Plan for the commissioning of new projects was 
fulfilled only to 73 per cent. However, the considerable 
backlog of projects scheduled for completion in the 1963 
Plan and carried over to 1964 was eliminated and thus the 


73а Figyeld, 9 December 1964. 


74 The situation was even worse for larger projects (over 1 million 
forints budget estimates); new starts increased by 20 per cent and 
completions by 7 per cent only. 


overall level of completions increased significantly over 
that actually reached in 1963. | 
Very little evidence is available on the third problem, 


which is particularly important for new industrial invest- 


ments. Obviously, the lack of co-ordination in the timing 
of the completion of building work and of the deliveries of 
equipment represents a loss for the economy even if the 
machinery is produced within the country. However, if 
the equipment is imported and cannot be installed after 
delivery, the loss is even more serious, since payment in 
foreign exchange (or the interest on credit) is due imme- 
diately. It would seem that this issue has been particularly 
serious this year in Hungary because of the exceptionally 
large increase in imports of machinery (see above), and in 
Bulgaria, where the plan for the supplies of machinery 
was almost fulfilled, whereas that for installing the 
machinery was under-fulfilled by more than one-third. 


Trends in employment, labour productivity and fixed assets 
in the building industry 


Table 17 shows index numbers of the labour force and 
of “labour productivity”, and, whenever available, the 
gross value of fixed assets per worker in the building 
industry in eastern European countries. The periods are 
selected in each country so as to link together the highest 
and lowest points in the curve of the labour force. 


The figures indicate, practically without exception, a 
rather paradoxical situation: in periods of relatively 
rapidly growing employment in the building industry, 
“labour productivity ” (or, more precisely, gross output 
per worker) increased much more quickly than in periods 
of stagnating or decreasing етроутепе.?5® This was true 
although it appears that in periods of stagnating employ- 
ment the value of fixed assets per worker increased very 
rapidly, and indeed more rapidly than in periods of rapid 
employment growth. 


* It is generally admitted that the volume series of building 
“ production ” and hence of output per worker or “ productivity ” 
present several serious statistical pitfalls. On the one hand, the so- 
called constant project prices, in which output is valued, differentiate 
sharply between manual and mechanized work, even for the same 
operation, manual work being much more expensive. As a result, 
an increase in the planned degree of mechanization is reflected in a 
decrease of project cost and thus the increase of labour productivity 
is systematically underestimated. On the other hand, the figures 
overestimate the increase of net output (and of productivity in real 
terms) to the extent that they include the full value of materials used, 
which increases much more rapidly than value added, with the 
general trend of the building industry to use prefabricated parts 
and other more valuable inputs. Although these two distortions act 
in opposite directions, there is по reason to assume that they offset 
each other and there is no way of assessing their relative importance 
In a given country and for a given period. In any event it is unlikely 
that they have a major significance for the orders of magnitude 
presented in Table 17. 


84 И should be noted that the figures covering the period of the 
early fifties are very much influenced by the reorganization and 
structural transformation of the building industry. To the extent 
that this change consisted of a shift from dispersed dwelling con- 
struction and other small-scale building and repair activities, to 
large-scale industrial building and civil engineering, it resulted, of 
course, 11 an increase of the relative degree of concentration of 
building activity. Conversely, in the second part of the fifties, the 
renewed emphasis on dwelling construction and on agricultural 
building resulted in itself in an aggravation of the dispersion of 
building activity in several countries. 


_ 


TABLE 17 


Index numbers of employment, productivity and productive 
fixed assets per worker in the building industry 


5 Fixed 

m- assets 

Country and year ploy- silo per 
Ment Me wage- 


earner 


Czechoslovakia . . 1960 (1950= 100) 


1963 (1960= 100) 95 95 


174 
144 


Eastern Germany . 1960 (1950= 100) 137 204 

1963 (1960= 100) 100 112 
ngary 0 Sas: 1952 (1949= 100) 1865 118% 

1957 (1952= 100) 905 102° 

1963 (1957= 100) 1305 1345 
Рона. 2, 1953 (1950= 100) 155 156 

1957 (1953= 100) 91 113 

1963 (1957= 100) 118 137 
Rumania” . 1956 (1950= 100) 219 171 175 

1959 (1956= 100) 82 106 152 

1963 (1959= 100) 165 122 82 


Sources ; Statistical yearbooks. 


Nore. — The figures refer to all building activity and total employment 
except: 


@ Only building enterprises proper. 


© Workers only. 


The main explanation of this paradox seems to lie in the 
technical and organizational peculiarities of the building 
industry. In the building industry the amount of indispen- 
sable fixed capital at a given level of technical develop- 
ment, as well as the amount of not directly productive 
labour, are largely determined by the number of building 
sites currently under construction. Consequently, the rate 
of utilization of fixed assets can be increased and the 
impact of overheads decreased by increasing the degree of 
concentration of the building industry, at least up to a 
certain level. Under the concrete conditions of eastern 
Europe in the years covered by the table, the building 
industry tended to approach the optimum labour force 
per building site only in those periods when the total 
labour force itself was rapidly increasing. This develop- 
ment ensured a fuller utilization of the various fixed assets 
and hence permitted a rapid increase in labour produc- 
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tivity. On the other hand, with the almost permanent 
tendency to start more projects than was feasible, the 
dispersion of building activities was rapidly aggravated in 
periods of stagnating or decreasing employment and even 
a rapid increase in fixed assets may not have been sufficient 
to counteract the ensuing decrease of labour productivity. 


If this explanation is correct, it follows that the correla- 
tions found are by no means unavoidable. If a country 
manages to proceed rapidly with the concentration of 
building activities, it can substantially increase labour 
productivity even with an unchanged labour force and, 
incidentally, even with little or no increase of fixed assets 
per worker. The increase in fixed assets in these circum- 
stances is very useful if it is concentrated on the mechaniz- 
ation of labour-intensive operations rather than on the 
expansion of the basic mechanical equipment indispen- 
sable for establishing new sites (i.e. cranes, cement mixers, 
etc), 


Actually, it can be shown that such increases in produc- 
tivity with unchanged employment have been achieved 
whenever the authorities succeeded in increasing the 
degree of concentration in the building industry through 
administrative measures (particularly stringent restrictions 
on new starts).”* These improvements were, however, 
generally short-lived because the effect of the adminis- 
trative measures tended to weaken as soon as the most 
critical phase was over. 


Under these conditions, the reforms introduced in at 
least two countries (eastern Germany and Hungary), 
referred to in section 7 below, may contribute towards 
substantially increasing productivity and efficiency in 
building and construction activities. The significance of 
this reform is twofold. On the one hand, it uses interest 
rates on short-term credit as an incentive for contractors 
to keep down work in progress and to concentrate on 
projects nearing completion. On the other hand, by 
making completions rather than gross output the main 
success indicator of the building enterprise, unnecessary 
fragmentation of the building activity would be prevented 
and this would allow a more rational organization of the 
work carried out by the main contractor. 


76 This was the case in Hungary in 1961, when employment in the 
state building industry decreased by more than 4 per cent, but em- 
ployment per building site increased by 5 per cent and labour 
productivity by more than 10 per cent. A similar situation seems to 
have occurred in Czechoslovakia and eastern Germany in 1964, 
when in both countries productivity increases of more than 7 per 
cent were achieved with unchanged employment. 


5. CONSUMERS’ INCOMES AND SUPPLIES 


Real personal incomes rose on the whole somewhat 
faster in 1964 than in the preceding year, but the gains 
accruing to consumers were not equally shared by the 
peasants and the non-agricultural population. Available 
indicators of trends in income and consumption point to 
relatively larger gains by the peasants in most countries of 
the area, and particularly so in Bulgaria, Czechoslovakia, 
eastern Germany and Rumania. In Czechoslovakia and 
the Soviet Union this disparity in trends was further 
reinforced by the extension of the social security systems 


to collective farms, which had previously been only partly 
covered. Per capita real wages of wage-earners rose by 
small margins not exceeding 2 per cent — except in 
Hungary and Poland, where the rise was of nearly 3 per 
cent. In Bulgaria, Czechoslovakia and eastern Germany, 
the levels of average real wages have stagnated or changed 
very little for at least three years, and in the last two 
countries this wage-pause has been accompanied by very 
small increases in employment. However, account should 
also be taken of state expenditure from the social fund 


Cerca ae sty Ооо Ь ца 


Sources : Statistical yearbooks, unless otherwise stated. 
Note. — In the Soviet Union, “real incomes” include payments to the 

population from the social fund, as well as the material cost of services rendered by 

the state to the population. ; 

@ Pravda, 10 December 1964. | . 

Ап 18 per cent increase was reported for the first four years of the Seven-year 


which has again tended everywhere to grow faster than 
personal incomes. 4 

On the whole, supplies of goods and services expanded 
sufficiently to absorb the increase in the purchasing power 
of the population, but some imbalances, reflected in 
pressure on prices or in shortages, appeared in several 
countries. These imbalances were usually due to insuffi- 
cient supplies of some foodstuffs — particularly those of 
animal origin — and to the poor quality and assortment 
of some industrial goods, rather than to an inadequate 
overall volume of supplies. Housing construction, though 
still on a relatively high level everywhere, continued to 
decline from the 1960-1961 peak in most countries of the 
area. 


Incomes and consumers’ supplies in the Soviet Union 


Average real incomes of population — a close equiva- 
lent to per capita (material) consumption — are reported 
to have increased in the Soviet Union by 4 per cent in 
1964. This increase was somewhat larger than that regis- 
tered during the preceding years (see Table 18, which 
summarizes the various fragmentary data on income 
trends made available during the last few years). Over the 
first six years of the current Seven-year Plan, the average 
real incomes of the working population expanded at an 
annual rate of 3.7 per cent, compared with the rate of 4.9 
per cent originally planned, although the further steep 
increase of 7.3 per cent foreseen for 1965 should close this 
gap somewhat. On the other hand, the divergence between 
the plan and actual performance appears to have been 
considerably greater for the two large socio-economic 
categories — wage earners and collective farmers — con- 
sidered separately.’? 


No data have yet been published concerning trends in 
incomes of wage-earners and of collective farmers in 
either 1963 or 1964. However, judging by the figure of 


77 See the Survey for 1963, Chapter I, рр. 42-43. 


the first five years of this plan (Plan-fulfilment Report for 1963). _ 
с Plan-fulfilment report. ; me 
4 This figure is referred to in the plan-fulfilment report as “ real income of popula- 
tion per worker ”. It is not clear whether its coverage is identical with the concept 
of “real incomes of working population per worker ”, published for the years 
1962 and 1963. ы 


2.4 per cent rate of annual growth of average wages of 


 wage-earners in the period 1959-1964, provided by Mr. 


Kosygin in his speech оп Фе 1965 Plan,’* it would seem 
that during 1963 and 1964 peasants again fared better than 
the wage-earners. At any rate, it is reported that the 
collective farms’ money incomes rose by 6 per cent in 
1963 and by a further 8 per cent in 1964, as compared 
with an increase in the total money incomes of the popula- 
tion of about 10 per cent over the last two уеагз.79 


A feature of incomes policies in 1964 which will affect 
the expansion and the differentials of wages in 1965 was 
the upward revision of salary scales for workers and 
employees in the “ non-productive ”, or service, sectors of 
the economy. These sectors, comprising about 20 million 
wage-earners, had not, until then, been affected by the 
comprehensive reform of the wage system and wage rates 
that started in 1956. On a yearly basis, the new adjust- 
ments will raise the average salary in all services by 21 
per cent, in education by 25 per cent, in health by 23 per 
cent, in trade by 15 per cent, in public catering by 25 per 
cent and in communal economy by 15 per cent. Before the 
reform, the average wage in the service sector was about 
20 per cent below that in the “ productive ” sector; and 
this differential will now be narrowed to about 10 per 
cent.8° The originally envisaged time-schedule for the 
introduction of the new scales has in fact been accelerated: 
in education and health the scheme went into operation 
on 1 November 1964, and in other sectors it will start on 
1 May 1965 (rather than by the end of 1965). Moreover, 
statutory minimum wages have been raised from 35-40 to 
40-45 roubles per month for all categories of workers and 
employees, effective as from 1 January 1965; it was 
initially planned to stagger these measures over a period 


*8 Pravda, 10 December 1964. 


79 The figure of 5.1 per cent of average annual growth during 
1963-1964 was given by A. Korobov, Deputy Chairman of Gosplan 
SSSR in Planovoe khozyaistvo, No. 1, 1965, p. 13. 


*° В. Sukharevski in Voprosy ekonomiki, No. 10, 1964. 


Plan (Narodnoe khozyaistvo у 1962 води, р. 487), and a 20 per cent 1псгеа B86. for 
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2 
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rs 
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: 
quarter of the year), a reduction of income-tax for 


of two years. Other measures influencing trends in incomes 


of population in 1965 include a lowering of prices of 
medicaments (effective from 1 January 1965), some 
increases in invalids’ and widows’ pensions (in the fourth 


collective farmers,*? and the extension of a comprehensive 
social security system to them (see below). 


The planned targets for a rapid growth of incomes 
(accompanied by a further expansion of employment) in 
1965 represent a considerable departure from the policies 
incorporated in the Two-year (1964-1965) Plan submitted 
to the Supreme Soviet in December 1963; 8? and this is 
emphasized by the decision “ to devote a greater share of 
national resources to increasing the living standards of the 
Soviet population than in the preceding years ”.** Thus, 
compared with the overall growth of state investment in 
1965 by 11.3 per cent, that in agriculture will go up by 
18 per cent, in light industry by 19 per cent, in food 
industry by 23 per cent and in the communal economy 


- by 50 per cent.84 The output of the food-processing 


industry 15 expected to increase by 10 per cent and that of 
all consumer goods by 7.7 per cent. Assuming a continua- 
tion of the growth of agricultural output (no plan targets 
have as yet been published for 1965), this should make it 
possible to expand the total volume of retail trade by 
nearly 8 per cent, and of non-food goods alone by nearly 
9 per cent (see Table 20). 


The good 1964 harvest should permit improved supplies 


-of flour and bread products to households in 1965, 


although some economy measures will have to remain in 
force in view of the need to replenish stocks.® Sales of 
milk and eggs are also expected to be larger than in 1964, 
but difficulties in satisfying demand for meat will not be 
entirely eliminated; sales of sugar, fish and margarine 
should expand particularly fast. The slackening of demand 
for textiles is expected to continue, whereas sales of most 
consumers’ durable goods — particularly of refrigerators 
and washing machines — are again planned to rise by a 
large margin. 

It is clear, however, that the success of the 1965 Plan, 
in respect of consumers’ welfare, depends not only on the 
attainment of the output targets, but to a large extent also 
on an improvement of the quality of goods produced and, 
more generally, on the achievement of a better match 
between the pattern of output and market requirements. 
In 1964, the overall sales targets were not fulfilled, partly 
because of the delayed effects of the bad agricultural 
results of 1963 on the supply of some foodstuffs — par- 
ticularly those of animal origin — and partly also because 
of the refusal of consumers to accept some lines of 
production, especially among textiles, clothing and shoes. 


81 The budget foresees savings amounting to 477 million roubles 
(compared with 1,067 million roubles still to be paid), the benefits 
of this tax reduction accruing principally to poorer farms. Pravda, 
10 December 1964. 

8 According to this Plan, the average wage fund was to increase 
by a mere 4 per cent over the two years and the volume of retail 
trade was to grow by less than 6 per cent per year. 

88 Deputy Chairman of the Gosplan of the Soviet Union in 
Ekonomicheskaya gazeta, No. 1, 1965, p. 4. 

84 [bid., 

8 Sovetskaya torgovlya, No. 1, 1965, р. 6. 
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Above-plan stocks of these articles have continued to 
increase, owing — according to the plan-fulfilment report 
— “to a poor knowledge in trade and in industry of 
consumer demand, and the lack in several sovnarkhozes 
and in many industrial enterprises of the necessary atten- 
tion to the improvement of quality and the widening of 
the assortment of consumers’ goods ”. Nevertheless, the 
same source indicated that the expansion of the retail trade 
turnover and of services to the population was large 
enough “to ensure stability of money circulation”. A 
significant increase in personal savings, which amounted 
to 1.7 billion roubles or 30 per cent more than in 1963, 
was among other factors which helped to maintain inter- 
nal equilibrium, as well as somewhat greater opportuni- 
ties offered to consumers to spend their incomes on 
private or co-operative housing, particularly in the 
towns. 


Steps taken to liquidate the excessive accumulations of 
stocks include the setting up of discount houses selling 
out-of-fashion goods®* and general clearing sales at 
reduced prices; and the 1965 budget sets aside the con- 
siderable sum of 1.3 billion roubles as the cost of re- 
pricing such 20045.87 The crux of the problem is, however, 
not so much how to dispose of stocks, but rather how to 
prevent their accumulation. One difficulty is that of 
imposing a discontinuation of unwanted lines of produc- 
tion, given the present system of micro-economic incen- 
tives. For instance, stocks of unsold sewing machines are 
reported to amount to 114 million units, but the output 
plans continue to be exceeded and premia for over- 
fulfilment of plans continue to be paid.8® Again, during 
the first half of 1964, the textiles industry, in spite of the 
warnings of the USSR sovnarkhoz, exceeded its output 
plan of woollen fabrics by 4.8 million metres, and the 
trade network, already over-burdened with unwanted 
woollen fabrics, had to accept additional merchandise 
valued at 37 million roubles.®® But the solution of such 
problems is clearly a matter involving the basic premises 
of the existing system of planning and management of the 
economy, and recent developments in this field are dis- 
cussed in section 7 below. 


Consumers’ incomes and supplies in eastern Europe 


In Czechoslovakia, the recently published comprehen- 
sive data on trends in national income and its components 
on the end-use side provide a clearer picture of changes in 
consumption during the last few years than could be 
obtained hitherto. As can be seen from the following 
table, the stabilization, or even decline, of national income 
that occurred in Czechoslovakia during the three years 
1961 to 1963 was accompanied by a small increase in per 


86 In the discount shop opened last year in Moscow, price cuts 
amounted to 30-50 per cent. Sovetskaya torgovlya, 3 December 1964. 

8? This figure may be compared with the total value of sales of 
textiles, clothing and shoes which amounted to less than 8 billion 
roubles in 1962. 

88 Prayda, 22 December 1964, p. 2. 

89 А. Struev, Kommunist, No. 16, 1964. This article, by the Chair- 
man of the State Committee for Trade, contains many other illustra- 
tions of such practices. 
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_ capita individual consumption and by a fairly significant 
expansion of state-provided social benefits and services: 


Percentage change from preceding year 


1964 

GI * 1962 1903 ета ТАМ 

Distributed nationalincome. . 8.4 0.7 —4.2 —t 1.44 
Accumulation =... .... 25.9 —7.4 —27/7 


Consumption : Е Ss Е 
Individual consumption . 3.4 2.4 3 2.3 
Individual consumption 

per capita 
Material cost of services . 4.8 4.6 3.9 


Sources : Statistické Prehledy 4/1964, р. 140, plans and pian-fulfilment report. 


@ National income produced; in 1964 the distributed national income probably 
increased a little. 


In 1964, with the volume of national income at approxi- 
mately the 1963 level, personal consumption was reported 
to have increased by 3 per cent (the size of the population 
having increased by about one-half of one per cent). The 
trend of social consumption in 1964 is somewhat obscured 
by the coincidence of some expansion of social services 
(particularly their extension to collective farmers) with the 
imposition of taxes on higher old-age and other pensions, 
and the introduction of other measures destined to restrict 
the growth of state expenditure on social welfare.°° The 
total gross expenditure on pensions went up by nearly 4 
per cent, and that on old-age pensions alone by 8.7 per 
cent over the preceding year (within this total old-age 
pensions for farmers rose by 25 per cent). Sickness benefits 
and family allowances also rose, chiefly on account of a 
17 per cent expansion of such payments to collective 
farmers. 

The policies announced at the January 1964 meeting of 
the Party Central Committee aiming at some rationali- 
zation of income differentials led, in the course of the year, 
to measures reinforcing material incentives in the priority 
sectors of construction® and agriculture — in the latter 


80 For details, see the Survey for 1963, Chapter I, pp. 47-48. 

91 Increased basic rates combined with the introduction of 
special bonuses for specific schemes led to an increase in nominal 
wages in construction by 7 per cent in 1964. 


chiefly by raising the procurement payments for milk and 
some grains and by enlarging the scope of social benefits. 
Salary increases were granted to foremen in industry and 
in construction in order to enhance the status of this 
category of workers. As foreseen by the 1964 Plan the 
prices of some goods increased, and charges in public 
catering and in hotel establishments, as well as rents, were 
raised in the course of the year. The net impact of these 
price revisions on the cost of living is not quite clear, but 
real wages must have increased somewhat less than the 
reported 2.5 per cent increase of average nominal wages 
in the socialist sector of the economy. (See Table 19.) 

Total money incomes of the population rose by 5.6 per 
cent in 1964, and, within this total, money wages increased 
by 5.0 per cent and “ income from agricultural activities ” 
by as much as 15.2 per cent.® In contrast, the value of 
retail trade turnover went up by the rather small margin of 
2.7 per cent. This discrepancy was partly offset by the 
above-mentioned price adjustment for some items of 
consumers’ expenditure outside retail trade, and partly 
also by a significant increment in savings deposits, 
amounting to 3.7 billion Kés (compared with 2.6 billion 
Kés in 1963).9° Nevertheless, some unauthorized price 
increases, particularly in personal services, were symp- 
toms of the existence of certain pressures on the con- 
sumers’ market. 

As in the preceding years, sales of foodstuffs expanded 
faster than those of industrial goods, although the gap 
narrowed somewhat in 1964. There were considerable 
improvements in the supply of miik, milk products and 
eggs; and the supply of meat, sales of which rose by only 
1.7 per cent, was nevertheless reported to be more regular 
throughout the year than previously, owing partly to the 
increased prices for high quality meat decreed in February 
1964.4 More latitude was allowed for imports of 


_ The exact definition of this category of incomes has not been 
given in the plan-fulfilment report, but it evidently consists largely 
of money receipts of the farmers for deliveries to the state. 


33 At the end of 1964 the total value of savings deposits repre- 
sented the equivalent of more than one-quarter of the total trade 
turnover during that year. 


34 See the Survey for 1963, Chapter I, р. 47. 


TABLE 19 


Average nominal and real wages in six eastern European countries, 1962 to 1965 Plan 


Percentage change from preceding year 


Nominal wages 


Cost of living 


Real wages 


Countr 

ы 1962 1963 1964 1962 1963 1964 1962 1963 1964 я о 
Выеанма те 2.4 3 2.3 а 4 2 —1 1 565 5.30 
G@zechoslovakia =... 0.6 —0.1 Zed 1:2 0.6 —0.6 —0.6 1.3 1.7¢ 
Eastern Germany#. ..| 09 is. 93 07 a 0.2 1.6 2.4 : 
Hungary ....... 2.0 4 235 0 о 1.5 55 ee ae le 
РО 3.6 4.7 a x pe ae 0.6 0.3 2.4 2.9 1.6 
Ramana = eee 6 6 3 io ips ling = 4.5 2 


: Sources : National statistics ; Dyadeset godini sotsialistichesko stroitelstvo v 
tsifri, Sofia 1964; and direct communication from the east German Central 
Statistical Office. 


@ Average nominal wage of industrial workers. 
о Per capita real income of the population. 


с. Average nominal wage. 
@ Workers and employees in the socialist sector of material production. 


Е Е ы : : 
Average real incomes of workers and employees, including social benefits and 


subsidies (which rose by 3.5 per cent in 1962, 7 per cent in 196 - 
а ee: р ent in 1963 and about 5-6 рег 


onl we Pre ey 


ee 


т >. = 


which personal consumption 
nt and collective consumption 


е Зо 


per cent. With а г 
population of 3.4 per cent, farmers’ receipts 
the state are expected to increase much faster than 
country average as a consequence of higher procure- 
nt prices and of some reduction of agricultural tax.% 


_ But average nominal wages in the socialist sector are to 
_ rise by only 1.7 per cent, and employment by less than one 
_ рег cent. 


‘Retail trade turnover is planned to increase by 2.7 рег 
cent in 1965, and sales of foodstuffs are to expand con- 


_ siderably faster than those of industrial goods (see Table 


20). А further marked improvement of imports of tropical 
and citrus fruit is envisaged (with a 64 per cent increase in 


sales), and sales of products of animal origin are to go up 


by margins varying from 3 per cent for meat to 8 per cent 
Гог eggs.°7 Among consumers’ manufactured goods, 
emphasis will be placed on quality, assortment, and 
increased production of goods in persistent short supply. 


In eastern Germany, as in Czechoslovakia, the two-year 
pause in the growth of incomes and consumption was 
followed by some gains — exceeding the annual targets — 
for the consumer in 1964. Prices of goods and services 
have increased only a little since 1961 (there was a 0.4 per 
cent increase in 1962 and no change in 1963), whereas the 
population has been increasing by about 0.3 per cent a 


year. 
Percentage change from 
~ preceding year % 


1962 1963 1964 
Distributed nationalincome ..... 333° 2 —03 4.2 
Fol consumpuom ~. 2 5-. 9. $s - — 1.1 oe 
Individual consumption ...... —0.4 0.6 3.7 
Per capita individual consumption . . —0.7 0.3 лы 
Per capita individual consumption at 
eoustant prices? о. 1 OL3 = 3:0* 


Sources : National statistics; and Die Wirtschaft, 14 January 1965. 
@ Based on data in current prices, unless otherwise stated. 
b Values of consumption deflated by the price index of goods and services acquired 
by the population. 


8 Sales of motor-cars were only 2 per cent smaller in 1964 than 
in 1963, but the decline has continued for three years. There were 
significant declines in output in both 1963 and 1964, connected with 
the introduction of new models, the full impact of which was felt 
on the domestic market. 

96 Rudé Pravo, 8 January 1965. 

97 [bid., 23 January and 25 February 1965. 


onsumption fund is to 


planned rise of money incomes of © 


Czechoslovakia 
Totalisales'@- о. 
Pood). а ee Tee 

of which: Catering . . . . 
Not-food= = a 


Eastern Germany | 
а о 


—=0:7 9 0.35553 
FOOD inion О а eee 
Non-food... 31. 3 = |=3 426) бе 
Hungary 
Totalsales> 4. ee 5:0 5:0 005 3-3.5 
а ee ae ааЕ 9.273 8 Е 4 
of which; Catering . . Le a a a 
Non-food ее. 27 104 + з 2 
Poland | 
Е ЕО as eS 4 US ee ae AS) 
Роб ee ee 2 4 Se = 
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@ Planned changes in commodity funds. 


In 1964 individual consumption rose by some 314 per 
cent which tallies with the reported rise of 3 per cent in the 
real incomes of the population. Collective consumption 
probably again increased faster than individual consump- 
tion: thus, of the total increment in money incomes of the 
population of about DM 3.5 billion, DM 350 million re- 
presented increases in pensions resulting partly from the 
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Bicycles . ; 
Motor-cycles and scooters . 
Washing machines 
Refrigerators . 

Sewing machines . 
Vacuum cleaners . 
Watchesn ieee a 
Motor-cars 

Radios on 
Television sets 

Furniture 


Sources : National statistics and plan-fulfilment reports; and direct communica- 
tion from the east German Central Statistical Office. 


@ Deliveries to the retail trade network. 
0 Including fish. 

с First nine months of the year. 

@ Lard. 


€ Including margarine. 


Poland @ 


1962 


1963: | 1964 | 


Т Tropical and citrus fruit. 


g Tropical fruit only. Per capita consumption of all fresh fruit increased by 35 per 
cent in 1962 and declined by 7 per cent in 1963, 


nh Including clothing. 
* All textiles and clothing, 
j Imports. 


expanded benefits payable since the beginning of 1964,99 
and partly from the continuous rise in the number of bene- 
ficiaries, particularly of old-age pensioners, associated with 
the demographic “ageing of population ”.190 Average 
wages of industrial workers went up by 2.4 per cent. As a 
result of a good harvest in 1964 and of price rises intro- 
duced during the year,!' marketed output registered a 


_considerable (8 per cent) expansion; thus farmers’ money 
incomes must have risen more than incomes of wage- 


earners. The savings of the population again increased 
by a large amount—DM 1.5 billion — which was, 
however, smaller than the increment of about DM 2 
billion registered in 1963. By the end of 1964 total savings 
deposits amounted to nearly DM 25 million — equivalent 
to more than 50 per cent of the value of retail turnover 
in that year. 


The value of total sales in the retail trade network 
increased in 1964 by 3.3 per cent, and the rise was similar 
for food and for non-food aggregates. Although sales of 
industrial goods were planned to increase by as much as 
6 per cent, their actual expansion in 1964 was, neverthe- 
less, in contrast with the declines which occurred in 1962 
and in 1963 (see Table 21). Supplies of meat, butter and 
milk improved only modestly, but sales of eggs and 
poultry went up by 16 and 19 per cent respectively. As in 
Czechoslovakia, increasing trade with developing coun- 
tries was reflected in larger imports of tropical fruit and 
coffee. Sales of some articles of clothing increased, and 
supplies of refrigerators greatly improved, but the plan- 


_ fulfilment report furnishes no figures on trends in sales of 


such industrial products as textiles, shoes, motor-cycles, 
sewing machines, etc., demand for which has been falling 
for some years (see Table 22). 


Total turnover in 1965 is expected to exceed DM 50 
billion, i.e. to increase by some 2-3 per cent; but sales of 
industrial goods are planned to expand by about 5 per 
cent. Special emphasis is to be put on the improvement of 
the quality and composition of goods and on the regu- 
larity of supplies. 

The total consumption fund increased in Poland by 4.5 


per cent in 1964, somewhat faster than total distributed 
income, both rates being markedly above the plan targets: 


Percentage change over preceding year 
1964 
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Sources : National statistics, plans and plan-fulfilment reports. 


99 See the SurveEY for 1963, Chapter I, р. 48. 

100 The number of old-age pensioners — 3.1 million persons (about 
18 per cent of total population at present) — is expected to increase 
to 3.6 million by 1974. During this period the ratio of non-working- 
age to working-age population will increase from about 76 to 84 per 
hundred. 

101 See the SuRVEY for 1963, Chapter I, р. 30. 
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The per capita individual consumption of the popula- 
tion as a whole went up by about 3 per cent in 1964, and 
real wages per wage-earner rose by some 3 per cent, 
indicating some similarity of rates of income expansion 
for peasants and for wage-earners during the year. As in 
the past, collective consumption increased faster than that 
financed from the personal incomes of the population, a 
contributory factor being an increase of some 10 per cent 
in state expenditure on pensions, or 4.8 per cent per 
beneficiary.! 


The average gross nominal wage in the socialist sector 
of the economy rose by 3.0 per cent, this average covering 
a range from 1.6 per cent growth in the trade sector to 4.0 
per cent in construction and in education. Average net 
wages rose by 3.5 per cent, and as the cost-of-living index 
went up by an estimated 0.6 per cent, average real wages 
were about 2.9 per cent higher than in the preceding year. 
The trend in the cost of living was the outcome of reduced 
prices of vegetables, fruit and potatoes and of the full 
impact of the increased prices of domestic fuel and energy 
and of alcoholic beverages and milk decreed respectively, 
in April and September 1963. 


As the expansion of employment was successfully 
checked in 1964,!° labour productivity increased con- 
siderably faster than average wages and the import 
situation improved, certain conditions favoured a stabiliz- 
ation of the consumer market in 1964, following the 
imbalances caused by these factors in preceding years.1% 
A marked acceleration of the expansion of the light and 
food-producing industries (see above) ought to have 
contributed to a further strengthening of market equilib- 
rium. However, the poor performance of agriculture — 
both in 1963 and in 1964 — and the frequent inability of 
industry to adapt to demand requirements led to a below- 
plan expansion of retail trade turnover. The volume of the 
latter rose by 4.1 рег cent, compared with 5.7 per cent 
planned, i.e. at a rate which may have been significantly 
below that of the money incomes of the population.1% 
The resulting pressure on prices — shown in some cases 
by the appearance of shortages — was, however, sectoral 
and sporadic rather than general. 


In spite of some irregularities of supplies during the 
year, sales of dairy products improved in 1964 (see Table 
21); but deliveries of meat and meat products remained 
stationary at the low 1963 level, and demand often 
remained unsatisfied, although some improvements were 
reported by the end of the year. On the other hand, 
deliveries of fruit and vegetables rose by a large margin. 
Sales of textile fabrics have been declining for several 
102 Effective from October 1964, substantial increases — amount- 
ing on the average to 17 per cent — were granted to old-age pension- 
ers and to invalids in the lower-pension groups. 

103 Employment in the socialist sector increased by only 1.4 per 
cent; moreover, overtime working in industry was reduced by 
25 per cent. 

104 See the Bulletin, Vol. 15, No. 1, Section 8 and the SURVEY 
for 1963, Chapter I, p. 48. 

106 According to provisional estimates, household money incomes 
from the state and co-operative sector have risen by 6.4 per cent. 
See Zycie gospodarcze, No. 49, 1964. One indication of the disparity 
between the trends in incomes and in supplies was a further steep 
rise in savings deposits, the value of which went up by about 23 per 
cent over the year. 
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Sources : National statistics, plans and plan-fulfilment reports; and Figyeld, 
20 January 1965. 


@ Including state farms. 
Ь Dwellings in family houses. 
с “Conventional ” apartments (equivalent to 30 sq.m area). About 44,000 соп- 


years now, partly on account of a shift of demand towards 
ready-made clothing, but to a large extent because of the 
failure of industry to meet consumers’ requirements with 
regard to quality and assortment.°* Further improve- 
ments were reported in the supply of refrigerators, tele- 
vision sets and furniture, but sales of many other con- 
sumers’ goods — washing machines, bicycles, motor- 
cycles, сагз107 and radios — declined, in some instances 
appreciably (see Table 21). 


The Plan for 1965 anticipates an increase in total 
(material) consumption of 4.7 per cent, within which 
individual consumption should increase by 4.4 per cent; 
and these targets seem in line with the planned expansion 
of the retail trade turnover by 6.3 per cent. As the average 


108 As output of textiles went up by about 10 per cent, a further 
accumulation of stocks must have taken place. See Zycie gospo- 
darcze, No. 42, 1964, p. 3. 


107 Zycie gospodarcze, No. 51/52, 1964, p. 5. 


ventional dwellings were built by the state and co-operatives in each year since 
1961. s 


@ Two-year (1964-1965) target announced in December 1963. 


€ Of which about 10 million square metres in state farms (Ekonomicheskaya 
gazeta, No. 1, 1965, p. 5). ; 


wage is expected to increase by not more than 2 рег cent,108 
allowance seems to have been made for a faster growth of 
peasants’ incomes than those of wage-earners. In contrast 
with the 1964 trend, deliveries of non-food products are to 
expand much faster in 1965 than those of foodstuffs. It 
is expected that supplies of meat will rise by some 7 per 
cent and that the actual improvement in the meat market 
will occur between the second and third quarters of the 
year."!° Sales of refrigerators and of furniture will grow 
even faster than in 1964, and a 24 per cent increase in 
deliveries of passenger cars is forecast. 


108 This figure is based on a planned growth of the wage-fund by 
4.4 per cent. However, some reserves for a faster expansion of the 
wage fund have been built into the plan. See Zycie gospodarcze, 
No. 47, 1964, p. 10. 

19 Zycie gospodarcze, No. 51/52, 1964, р. 5. 


ne Mr. Jedrychowski, Chairman of the State Planning Com- 
mission, Trybuna Ludu, 12 February 1965. 
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_ In Hungary, a significant improvement in living stan- 
dards was achieved in 1964, although the rate of expansion 
of incomes and consumption was somewhat smaller than 
in 1963. Total consumption of the population must have 
increased by some 4-5 per cent and, given the small rate of 
_ Increase of population (0.3 per cent), the per capita figure 
cannot have been very different. Nominal wages рег 
_ Wage-earner went up by some ЗИ per cent in 1964, and as 
the cost of living increased somewhat (by 0.5-1.0 per cent 
according to the Budapest cost-of-living index),! real 
_ wages increased by some 2.5-3 per cent. Moreover, the 
ratio of wage-earners per family increased steeply, partly 


_ аз a result of a further influx of agricultural labour, 
_ consisting largely of single men, and per capita real 


incomes in wage-earners’ families were reported to have 
risen by 5-6 per cent. Part of the latter increase was due to 
a further expansion of social benefits. 


The composition of peasants’ incomes continued to 
change: money incomes of peasants rose by 7-714 per 
cent, whereas the consumption of their own produce 
decreased by an estimated 3-4 per cent. In real terms, 
both incomes and total consumption increased by the 
large margin of 4-5 per cent per capita, thus indicating a 
growing share in off-farm consumption, principally due to 
the continuing process of monetization of farmers’ 
incomes. 

The expansion of money incomes of the whole popula- 
tion by some 7 per cent was matched by the 7.6 per cent 
expansion of retail trade (in value) — a margin consider- 
ably greater than the 5 per cent growth envisaged in the 
annual plan. Sales of foodstuffs rose by even more — 8 


per cent— providing confirmation of the changing. 


pattern of peasants’ incomes, mentioned above. Retail 
trade absorbed 68 per cent of total consumers’ expen- 
diture in 1964, services and financial dues accounting for 
the further 28 per cent and savings for 4 per cent.1!* The 
net increment of savings was 20 per cent greater in 1964 
than in 1963, and total savings deposits amounted to 
16.3 billion forints by the end of 1964, the equivalent of 
nearly 20 per cent of the total value of trade in that 
year. 

Among foodstuffs, supplies of meat and lard rose by 
very little in 1964, but significant improvements were 
reported for milk and eggs. The demand for textiles, 
clothing and shoes showed signs of a continuing re- 
suscitation after a period of stagnation before 1963. 
Sales of household durable goods — refrigerators, 
washing machines and vacuum cleaners — showed big 
gains once more, but supplies of means of personal trans- 
port — bicycles, motor-cycles and cars — markedly de- 
clined, at least during the first nine months of the year. 
Exports of motor-cycles increased during this period by 
10 per cent, but the decreased sales of bicycles seem to 
have been also due to diminishing demand. 


The sharp and above-plan increases of real incomes and 
consumption in both 1963 and 1964 seem to have necessi- 
tated a more cautious and less expansionary policy for 
1965. Thus, total consumption is planned to rise by not 


BML Once again, the cost-of-living index was very strongly affected 
by fluctuations in the state and free market prices of “ seasonal 
foodstuffs such as vegetables, fruit and potatoes. 


112 Penzugyi szemle, November 1964, p. 906. 
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more than 2-214 per cent and real per capita incomes by 
about 1 per cent. Retail trade turnover will go up by 
3-34 per cent, while efforts will be made to improve the 
quality of consumers’ goods and to enlarge their assort- 
ment. 

Several measures affecting prices, wages and labour 
conditions were either introduced at the end of the year or 
announced as forthcoming in 1965. Most of these meas- 
ures tend towards restraining the growth of incomes, in 
line with the income policies incorporated in the plan, and 
at the same time also incorporate some elements of re- 
distribution. Thus, a general revision of work-norms, the 
first since 1960-1961, is to be undertaken in order to 
correct the technological changes that have occurred 
since then; and such readjustments result usually in a 
tightening of “loose” norms and some cuts of high 
earnings, particularly of those which became excessive by 
means of the easy over-fulfilment of norms. Moreover, 
income-tax rates are to be raised for holders of supple- 
mentary jobs and for private artisans in the higher income 
groups. Some increases in the prices of alcoholic beverages 
and of high quality petrol have been introduced together 
with increased telephone charges. On the other hand, 
with effect from 1 July 1965, some of the lower old-age 
pensions and the allowance for the second child, will be 
raised. Finally, important revisions of the Labour Code, 
originally drafted in 1951, have been introduced, which 
will have a bearing on labour mobility and discipline. 
Thus, the rules governing the release of workers from 
employment have been greatly relaxed both by giving 
workers the right to leave without prior approval and by 
allowing the enterprise director to dismiss workers on 
grounds of redundancy. In the former case, as well as in 
cases of breach of discipline, workers may be penalized 
financially through the curtailment of some social rights 
and benefits. 

In Bulgaria the benefits of economic growth for living 
standards have mainly gone, since 1961, to the peasants. 
Between 1960 and 1962 real incomes per head of working 
population went up by about 9 per cent, and within this 
total real incomes of wage-earners increased by 4% per 
cent while those of peasants rose by as much as 16 per 
сеп{; 113 moreover, all the gains of wage-earners occurred 
in 1961, since their average real wages declined in 1962 by 
one per cent. In 1963 the real wages of workers and 
employees increased again by about one per cent and a 
somewhat larger improvement probably occurred in 1964 
(no figure has yet been published, but average nominal 
wages of industrial workers are reported to have increased 
by 2.3 per cent in 1964, those in construction by 3.8 per 
cent, and in transport by 3.0 per cent; however, it seems 
that prices also rose somewhat). 


Thus, average real wages have been almost stationary 
during the last three years, and most gains in living 
standards of the non-agricultural population have accrued 
from some increase in the number of wage-earners per 
family — reflecting a further expansion of employment 
(industrial employment increased by about 11 per cent 
over the 1962-1964 period) and from the continuous 
expansion of social welfare services. In 1964 national 


113 Dyadeset Godini Sotsialistichesko Stroitelstvo у Tsifri, Sofia 
1964. 
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income produced rose by 6 per cent. Even though the 
income distributed seems to have increased by a smaller 
margin, the consumption fund must have gone up con- 
siderably, given the decline in accumulation (see Table 
18). Thus, given the relatively small increase in nominal 
wages of wage-earners, the expansion of the consumption 
fund in 1964 must again have principally benefited the 
peasant population. = 

Retail trade turnover increased in 1964 by 5.6 per cent 
(compared with 7 per cent planned) — a rate well below 
that of 9.4 per cent registered in 1963. Supplies of meat, 
milk and sugar improved considerably; but sales of 
textiles showed a decline, partly offset by a 7 per cent rise 
in the sales of ready-made clothing. Demand for house- 
hold durables continued to grow, but slower than in 
preceding years (see Table 21). 

In 1965 per capita personal incomes of the population 
are planned to increase by 5.3 per cent and the volume of 
retail trade by 6.6 per cent. Sales of textiles are to exceed 
those in 1964 by a large margin: 14 per cent for cotton 
fabrics and 9 per cent for woollen fabrics; and a particu- 
larly fast growth — of 64 per cent — in sales of refrigera- 
tors is anticipated. 

In June 1964 the introduction of several measures 
affecting incomes of wage-earners was announced in 
Rumania. These include an all-round increase of nominal 
wages of about 10 per cent on average (the increases 
being differentiated by grades ana skills, with a range 
from 8 to 12 per cent); somewhat larger increases (about 
13 per cent on average) for teachers and for some medical 
and scientific personnel, and still bigger rises (18-19 per 
cent) in the salaries of the armed forces. Moreover, some 
reductions have been promised in income-tax (affecting 
incomes below 1,700 lei per month), and it is intended to 
raise the income limits below which family allowances are 
paid. These measures are to be introduced gradually 
before the end of 1965: thus the income effect was intended 
to be 400 million lei in 1964 and 3.8 billion lei in 1965, and 
eventually it wil] amount to 6.8 billion lei (equivalent to 
about 15 per cent of the value of urban retail trade in 1963) 
in a full year. 


The impact of the new reform on wages was, therefore, 
not very marked in 1964. Average real wages are reported 
to have increased in that year by 2 per cent.™4 As in other 
countries social consumption increased faster than 
consumption from personal incomes. It is likely that, 
in contrast with the preceding year, the improvement in 
rural incomes and consumption was more rapid both in 
relation to the growth from 1962 to 1963, and in relation 
to the rate of growth of urban incomes in 1964. Thus, 
rural sales of non-food items increased by 8.3 per cent 
during the first nine months of 1964 (over the corres- 
ponding period of 1963), whereas in 1963 the increase was 
only 2.6 per cent; and total-non-food sales in 1964 grew 
by 6 per cent. Partly as an effect of further monetization 
of peasants’ incomes and of the continuing process of 
urbanization, food sales in retail trade went up by as much 


114 Тре cost-of-living increase of about one per cent seems to 
have been due entirely to increased prices of foodstuffs. During the 
first nine months of the year the retail trade food price index 
(derived from the comparison of the value and volume of trade) 
rose by almost 4 per cent. 


as 10 per cent. The total volume of retail trade rose by 
8 per cent in 1964 — as in 1963. РЕН в 

For the reasons mentioned, the data on sales of food- 
stuffs, shown in Table 21, somewhat exaggerate the real 
expansion of supplies; but there certainly was some 
improvement compared with the previous year, when 
supplies of agricultural products were hit by the bad 
harvest of 1962. Among industrial goods, trade in textiles 
and clothing has been more buoyant, and sales of con- 
sumers’ durable goods continued to expand, but — as far 
as can be judged from the few items mentioned in the 
plan-fulfilment report — at a much slower rate than in 
preceding years. 

The only officially published indication of the expected 
trends in incomes of the Rumanian population in 1965 is 
the planned increment of 9 billion lei in the money incomes 
of the population, which compares favourably with the 
figure of 5 billion lei in 1964. The volume of retail trade is 
planned to increase by 11 per cent. 


Only scanty information is available concerning trends 
in the living standards of the people of Albania. A very 
small expansion of agricultural output in 1964 followed 
the rather good harvest of 1963, which was probably 
largely responsible for the 9 per cent growth of output of 
the food-processing industry. On the other hand, output 
of light industry went up by less than 5 per cent and a 
surprisingly small increase of 1.8 per cent is foreseen for 
1965. Sales in the socialist retail trade network expanded 
by 5.7 per cent, exceeding the annual plan of 3.4 per cent 
— which was, however, set considerably below the average 
rate of sales expansion of 6.7 per cent incorporated in the 
third Five-year Plan (1961-1965). In 1964 sales of meat 
and other animal products went up by about 10 per cent 
and those of fish by 22 per cent. Improvements were also 
reported in the supply of some manufactured products 
(see Table 21). 


Extension of social security systems to collective farms in 
the Soviet Union and Czechslovakia 


The year 1964 marked a new stage in the development 
of social security systems in the Soviet Union where the 
coverage of state-aided security schemes was extended 
to include the great mass of collective farmers and 
in Czechoslovakia, where the existing schemes were 
liberalized.° Collective farmers were not entirely 
excluded before 1964 from the many social welfare 
benefits accorded to the population of both countries — 
particularly in the field of health and education. But with 
regard to many other social security schemes, existing 
legislation was either limited and discriminatory — as 
in Czechoslovakia, where the “advanced” collective 
farms (comprising only a small proportion of all farms) 
were in a privileged position — or fragmentary and hap- 
hazard, as in the Soviet Union. In the latter country, all 
kolkhozes have had some kind of an assistance fund to 
help the needy — usually on a means-test basis, but only 
a few rich farms were operating their own social insurance 


115 1 j 
Until now more or less comprehensive schemes covering 
collective farmers have been in operation — since about 1960 — in 
Bulgaria, eastern Germany and Hungary. 


пон На 


_ schemes."® One reason given in explanation of this state 
of affairs was that a considerable strengthening of the 
material basis of collective farms was necessary before 
comprehensive social security schemes could possibly be 
generalized: there was, indeed, a time —in the early 
1950s — when the incomes distributea to the farmers 
from the collective were on many farms smaller than the 
minimum old-age pension now envisaged.!? 


The provisions of the new law, to become operative 

_ on 1 January 1965, apply in the Soviet Union to old-age 
invalids’ and surviving dependants’ pensions, as well as 
to some other measures hitherto restricted to wage- 
earners, such as maternity leave and benefits.1!8 The rates 
of old-age pensions will amount to 50 per cent of the 
wages received by the collective farm members from the 
collective farm in respect of wages below 50 roubles a 
month, augmented by 25 per cent for the part of wages 
above that limit; the minimum pension has been fixed at 
12 roubles, and the maximum at 102 roubles, per month. 
In principle, old-age pensions are granted to men reaching 
the age of 65 (after 25 years of work) and to women 
reaching the age of 60 (after 20 years of work); but 
exceptions are made for mothers of 5 or more children, 
for collective farmers on the territories which became 
part of the Soviet Union during or after the Second World 
War,1!® and for those who joined the collective farms late 
in life in the early 1930s. The rates of pension for the 
disabled, and for the survivors of the chief household 
breadwinner are of a similar order of magnitude to old- 
age pensions, and they also vary according to the wage- 
groups of the collective farm members. All pensions 
are to be paid out from a centralized fund, which will be 
only partly supported by the state budget. It is foreseen 
that in 1965 total expenditure from the fund will amount 
to 1.4 billion roubles, of which one billion will come 
from a 3-4 per cent levy imposed on the gross incomes 
of the collective farms.}”° 


Several incentive-bearing aspects of the new system 
are noteworthy. As the pension rates are to vary with the 
income of the collective farm member, they ought to 
provide a spur to increased labour productivity. Moreover, 
in so far as the assessment for eligibility is based on the 
income received from the collective farm only — ignoring 
incomes derived from the individual plots — the new 
measures provide some stimulus towards a re-distribution 
of farmers’ labour inputs away from their private interests. 
Although rather modest at the start, the rates of pensions 
should increase with the expected rise in the incomes of 
collective farms, and this should contribute to greater 
stability of the agricultural labour force. As the labour 
supply situation on the farms is causing some anxiety, 
old-age pensioners will be allowed to receive their pen- 
sions even if they continue to work beyond the statutory 
age of retirement. 


ив Thus, about 2.5 million persons were receiving some kind of 
pension from the collective farms, whereas the new scheme will 
cover 6.8 million persons in 1965. (See Soviet News, 15 January 


1965.) 
117 М. Lantsev, Sotsialisticheskiy trud, No. 12, 1964, р. 3. 


118 For details, see Pravda, 16 July 1964. 
119 Ekonomicheskaya gazeta, No. 45, 1964, р. 36. 
120 Prayda, 10 December 1964, p. 5. 
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Compared with the pension benefits granted to wage- 
earners, those accorded to collective farmers are at present 
distinctly less advantageous, particularly when it is 
remembered that about two-thirds of the total cost is 
to be borne —although indirectly — by the farmers 
themselves. The statutory minima are considerably 
higher for urban workers, and the retirement age for 
farmers has been set at a higher age than for the wage- 
earners (the difference amounting in principle to five 
years). The latter has been explained by the longer dura- 
tion of the working life in agriculture compared with other 
occupations and by the much larger share of old people 
in the rural population. 


In Czechoslovakia, the system of social security for 
collective farmers introduced in 1962 was further ex- 
panded in 1964. Although the distinction between 
“advanced ” farms 12? and other, less-developed, types 
of agricultural co-operatives has been maintained and 
even accentuated by the recent measures, all collective 
farmers (or their families) have now become eligible for 
the full rate of family allowances and — when relevant — 
for maternity benefits and for the extended maternity 
leave, in addition to having their pension rights improved. 
The privileged position of the “ advanced ” farms is still 
reflected, however, in their higher rates of pensions and 
in the eligibility of their members for sickness benefits.124 
The rates of all pensions are fixed to vary not only with 
the type of co-operative, but also—as in the Soviet 
Union — with the length of employment and with the 
amount of income earned for work performed for the 
collective; and the eligibility requirements have been 
eased for mothers of large families. Thus, the objective 
of the 1964 reform is to bring the rates, as well as the 
rights, of the members of the “ advanced ” farms closer to 
those enjoyed by wage-earners, while maintaining at the 
same time a marked differential between the two types 
of co-operatives — partly, no doubt, as a means of pro- 
viding an incentive for further conversions. 


As in Soviet practice, the Czechoslovak system is also 
largely self-financed by the collective farms themselves. 
It is expected that in 1964 the contributions of the farms 
will cover 63 per cent of the cost of the main pension 
schemes. These contributions derive from an 11.2 per 
cent levy imposed on the remuneration fund of the 
collective Ёагт,1?4 whereas in the past contributions were 


121 М. Lantsev, op. cit. The right of such old-age pensioners to 
retain their individual plots on retirement also goes some way 
towards reducing the urban/rural differential. 


122 п 1964, the number of “ advanced ” farms was around 700, 
or approximately 8-9 per cent of all collective farms (Rudé Pravo, 
27 May 1964). According to Sbirka zakonu, No. 32, 1962, an 
advanced farm is one which “ reached a high level of production 
and management, fulfils regularly its obligations to the state, has 
introduced the system of money remuneration and has no private 
plots ”. The last criterion of this definition has since been abandoned 
(Sbirka zakonu, No. 56, 1964). 

123 [п principle, only members of “ advanced ” farms are entitled 
to sickness benefits, although this right has now been extended to 
some special categories, such as persons who were eligible before 
joining the collective and persons with technical or university 
education. This widening of the coverage of sickness benefits is 
expected to increase the number of beneficiaries in 1964 by 63,000 
or by 7 per cent of the total membership of collective farms. 


124 Rudé Prdvo, 27 March 1964. 
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deducted from the individual sums paid out to members 
of the collective farm, which amounted in total to the 
equivalent of 4 per cent of the total money revenue of the 
farm. 


Housing construction 


In most eastern European countries, as well as in the 
Soviet Union, a further decline in housing construction 
occurred in 1964 (see Table 22). Moreover, the annual 
plans, which in most countries incorporated reduced 
targets (compared with 1963), were fulfilled only in 
eastern Germany and Poland (no figures have been 
published for Bulgaria). In most eastern European 
countries the peak of house-building activity appears 
to have been reached in 1961, since when the volume of 
construction has declined by about 10 per cent in 
Czechoslovakia, 15-20 per cent in Rumania and 25 per 
cent in Hungary; in the Soviet Union the living area 
constructed in towns and state farms was in 1964 10 per 
cent below the peak year of 1960, whereas the number of 
houses built by collective farms in 1964 was less than one 
half that Гог 1959. 


In Czechoslovakia, eastern Germany, Hungary and 
Rumania, the apparent decline in overall building activity 
can be largely attributed to a marked slow-down in 
private construction. Further analysis, restricted to the 
three countries for which the relevant data are available 
— Poland, Rumania and the Soviet Union, indicates 
that the decline in private building has in turn been 
mainly due to the particularly steep reduction in building 
activities in the countryside: 


Urban/rural differential in housing construction in Poland, Rumania 
and the Soviet Union 


Country Unit 1961 1962 1963 1964 
Poland . Urban Thousand rooms 300.3 306.2 320.4 
Rural 130.1 113.0 111.3 
Rumania . Urban Thousand 46.8 48.0 46.1 
Rural У Оо бое lst 
Soviet Union Urban @ Million sq. metres 80.2 80.5 77.4 75 
Rural Million houses 0.5 0.4 0.4 0.375 


Sources ; National statistics; and plan-fulfilment reports. 
@ Including state farms. 


This trend can be only partly attributed to demographic 
factors, ie. to the internal migration away from the 
countryside. In the Soviet Union the rural population 
actually increased between 1 January 1961 and the end 
of 1963 (from 107.8 million to about 108% million); 
and increases on a similar scale occurred both in Poland 
and Rumania between 1961 and 1964. 


A relatively new feature of Soviet housing policy has 
been the encouragement given to co-operative housing. 
By the autumn of 1964 about 3,400 co-operative ventures 
were in existence, comprising 260,000 co-owners. At the 
end of the first nine months of 1964 only one half of the 
annual target had been met, but in November some 
measures were taken to accelerate the expansion rate 
of this sector. State credits of 10-15 years have been 
extended to cover 60 per cent of total cost, the interest 
on loans has been fixed at 0.5 per cent, and local soviets 
were instructed to facilitate the provision of construction 
sites. The 1964 planned target of 4.8 million square 
metres of living area to be built by the co-operatives has 
been raised to 7.5 million in 1965.125 The total volume of 
urban housing construction foreseen for 1965 is to exceed 
the 1964 result by about 12 per cent. 


In contrast with most other countries of the area, 
housing construction accelerated markedly in Poland 
in 1964 —at least outside the private sector for which 
the data are not yet available.12° The completions of state- 
built housing were in fact at a record level, exceeding the 
annual plan by more than 6 per cent, whereas those of 
housing co-operatives were more than 10 per cent above 
the plan; and the ratio of the latter to the former rose 
from about one-fourth in 1961 to about one-third in 
1964. The Plan for 1965 foresees a further shift in the 
structure of construction; within an 11 per cent increase 
in the volume of housing construction in all urban-type 
developments, the expansion of co-operative housing is 
expected to rise by more than 18 per cent. 


125 Trud, 2 December 1964, and Planovoe khozyaistvo, No. 1, 
1965, pp. 13-14. 


126 There has, however, been a very significant improvement in the 
supply of building materials to the countryside (deliveries of cement 
went up by 53 per cent, of bricks by 14 per cent, of roofing tiles by 
42 per cent) indicating that rural construction was also on an 
upward trend. 


6. FOREIGN TRADE 


General trends 


The 1964 economic expansion in eastern European 
countries was again accompanied, except in the Soviet 
Union, by a more rapid growth of foreign trade. However, 
as shown in Table 23, the discrepancy between the growth 
rates of trade turnover and those of national (material) 
product varied greatly from country to country. 


Total trade in most countries of the area expanded 
faster than originally planned. This came about mainly 
as a result of over-fulfilled export targets, which followed 
larger than expected increases in domestic output, a 
distribution of internal resources more conducive to 
exports, and unforeseen opportunities for developing 


exchanges within various bilateral arrangements. The 
favourable export performance was associated with the 
over-fulfilment of the import plans which in turn made it 
possible to meet the generally higher import requirements 
resulting from the accelerated pace of industrial expan- 
sion. 

Balance-of-payments considerations also affected trade 
developments in the year under review. Trade deficits 
incurred in 1963 and/or indebtedness incurred in earlier 
years led a number of countries to strive to improve their 
trade balances (an intention which was abandoned in 
Hungary in the course of the year) whereas in Czecho- 
slovakia the earlier surplus permitted a quicker expansion 
of imports than of exports. 
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Sources : National statistics, plans and plan-fulfilment reports; and Economic Bulletin for Europe, Vol. 16, No. 1. 
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Trade by individual countries 


The rate of growth of Bulgarian exports was almost 
double that registered in 1963, largely as a result of a good 
harvest coupled with a fast increase in the output of some 
export-oriented industries, but partly also on account of 
slackness in the investment sector. As shown in Table 24, 
exports of machinery and equipment rose fastest, followed 
by food and raw materials; sales of consumers’ manu- 
factured goods, by contrast, declined in absolute terms. 
Imports increased by a smaller percentage than in 1963, 
but still much faster than planned. The main factors 
behind the import expansion were the policy of encourag- 
ing fuller use of existing capacity in industries using 
imported raw materials, speedier commissioning of new 


import-intensive projects, and the further mechanization 
of agriculture. The leading items on the import side were 
raw materials, followed by machinery and equipment; 
imports of other items declined in absolute terms. The 
trade deficit was somewhat reduced, although by a 
smaller amount than originally planned, and it was also 
financed to a certain extent by a new Soviet loan of 
$189 million. 


In Czechoslovakia the need to improve consumers’ 
supplies and to use more fully existing capacity in pro- 
cessing industries called for a reduction in 1964 in the 
rate of increase of exports and for a faster growth of 
imports. However, an above-plan rise of industrial output 
and larger outlets for exports in western Europe than 
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Sources : National statistics; Trybuna Ludu, 11 December 1964; and Planovo Stopanstvo i Statistika, No. 1, 1965, pp. 13, 14. 


expected allowed total exports to increase by 5 per cent 
instead of the 1.3 per cent planned. But this development 
together with the poor performance of the agricultural 
sector (necessitating large increases in imports of grains) 
and the need to increase supplies of a number of con- 
sumers’ goods in strong demand (certain textiles, foot- 
wear, household goods, tropical fruit, etc.) led to an 
upsurge of imports by 12 per cent, against the 6.5 per 
cent increment planned. As a final result, Czechoslova- 
kia’s trade surplus fell from $300 million in 1963 to 
$166 million in 1964. 

In Hungary, contrary to the provisions of the plan, 
the trade expansion continued to accelerate. Exports and 
imports rose by 12 and 14 per cent respectively, against 
10 per cent and 13.7 per cent in 1963 (and 6.5 and 5.5 
planned for 1964). The over-fulfilment of the import plan 
was due, inter alia, to the fact that industrial output and 
capital formation rose faster than anticipated, and the 
increments of both tended to be very import-elastic. For 
instance, imports of raw materials (58 per cent of the 
total) rose by 19 per cent against a 9 per cent increase 
in industrial output (imports of hard coal, natural gas, 
crude oil and rolled steel increased by 29, 9, 11 and 34 
per cent respectively); and imports of capital goods rose 
by 11 per cent compared with a 7 per cent increase in 
fixed capital formation. Buoyant industrial output, 
together with an increase in livestock production, helped 
to boost exports, with sales of machinery rising by 9 per 
cent (particularly types in which Hungary specializes, 
such as vehicles, television sets, telephones, and certain 
types of machine tools). The trade deficit, instead of 
being reduced as planned, increased from $100 million 
in 1963 to $140 million in 1964. A part of this deficit 
was covered by commercial credits from western Europe 
granted for deliveries of machinery. 


Poland’s plan provided for an improvement in the 
trade balance after a succession of deficits in the past 


years. Special measures were introduced to promote 
exports, and import substitution was encouraged. 
Eventually, exports rose by 18 per cent against 13 per cent 
planned, and imports by 4.7 per cent, against 1.6 per cent 
planned, so that trade turnover rose faster than in 1963. 
There was an improvement in the terms of trade, mainly 
due to an increase in the unit value of Polish exports. 


Exports of machinery increased by 20 per cent, the 
expansion being facilitated by a slow rise of domestic 
capital formation. Large increases in exports of food- 
stuffs and consumers’ manufactured goods — of 38 and 
14 per cent respectively —were to a certain degree 
achieved at the expense of domestic supplies; but a shift 


in agricultural exports towards more highly processed 


products, with a resultant rise in unit values, also helped. 
Imports of machinery and of consumers’ manufactured 
goods fell, but those of raw materials and food con- 
tinued to expand, partly on account of specific shortages. 
The aim of reducing the trade gap was more than achieved, 
the balance closing with a surplus of $24 million (against a 
deficit of $209 million in 1963). Although rather small, 
this surplus represents a great success, since it is the first 
to be achieved for many years. 


For other countries trade information for 1964 is so 
scanty that only very general trends can be described. 
There was a 10 per cent increase in the trade turnover of 
eastern Germany, i.e. more than planned and at a record 
rate, largely as the result of continuing efforts to improve 
the assortment and quality of exports and to ameliorate 
the foreign trade system. Rumania’s turnover increased 
by 12 per cent against 10 per cent planned — а faster 
rate than those achieved in the two preceding years. 
Table 25, although not including 1964, indicates trends 
in the composition of Rumanian trade, the change of 
which has been a basic feature of recent growth. It shows 
among other things Rumania’s increasing dependence 
on agricultural exports. Albania has reported a 33 per cent 
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increase in its trade turnover against 11 per cent planned, 
but much of the increment — which was concentrated 
on imports of investment goods — represented the 
recovery of ground lost since 1961. In the first nine months 
Albanian exports rose by 21 per cent, with the main 
export products — petroleum, chromium ore, bitumen 
and copper — leading the expansion; in several branches 
exports were supported by destocking. 

The Soviet Union’s foreign trade turnover increased 
by 5.5 per cent in 1964 against 5 per cent in 1963, but 
nothing can yet be said about the balance of trade, even 
though (according to western sources) gold sales fell by 
half from the 1963 level of $550 million. 


Regional co-operation and trade 


Very little information is available concerning the 
geographical distribution of eastern European trade in 
1964. In Bulgaria, which used to be the most dependent 
on intra-regional trade, the share of the centrally planned 
economies in total turnover decreased from 83 per cent 
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in 1963 to 78 per cent in 1964, whereas in Poland — where 
the share of the market economies has been the highest — 
this trade increased in 1964 by only 2 per cent (probably 
partly in consequence of the reduction of grain imports 
from the United States) as against a 12 per cent expansion 
of turnover with the centrally planned economies. In 
Czechoslovakia, also, trade with western European 
countries rose faster than that with CMEA countries. 
In eastern Germany the share of the CMEA countries 
declined from 75 per cent in 1963 to 72 in 1964, although 
that of the Soviet Union remained unchanged at 50 per 
cent. Turnover with other eastern European countries 
rose by 8 per cent (as against 10 for trade with the Soviet 
Union) and that with the developing countries by 20 per 
cent, implying a somewhat slower rate of growth for the 
developed market economies other than western Ger- 
тапу.127 In spite of this patchy and somewhat incon- 
clusive statistical picture, it is clear that economic relations 


127 Turnover with western Germany increased by 24 per cent and 
with West Berlin by 15 per cent. 


| “The bulk с 


_ Of the activities in the field of ion affecting 
trade in 1964, mention may be made of the establishment 
(on 1 January 1964) of the International Bank of Econo- 
mic Co-operation of the CMEA countries.’§ It has begun 
to settle in transferable roubles all balances in mutual 
trade in commodities and services, except a part of the 
latter which continue to be settled bilaterally, It is reported 
that the activities of the Bank contributed te-the growth 
of trade by crediting occasional imbalances in mutual 
deliveries brought about either by seasonal fluctuations 
or by other temporary disturbances. Moreover, numerous 


bilateral agreements among pairs of countries were signed — 


in 1964, and favourably affected trade.” 


In so far as trade with the less-developed countries is 
concerned, a number of new agreements came into 
force in 1964, and also made provision for substantial 
credits. There was also a new round of long-term agree- 
ments with western European countries, complemented 
by substantial credit facilities and a further liberalization 
of imports into western Europe from eastern European 
countries! An important development in respect of 


#8 The Articles of Agreement on Multilateral Settlements in 
transferable roubles and on the establishment of the International 
Bank for Economic Co-operation, as well as the Statutes of the 
Bank, have been registered with the secretariat of the United Nations 
in conformity with Article 102 of the United Nations Charter. 

8 Some of them are of special importance, but did not affect 
trade in 1964— for instance, the Hungarian-Soviet fruit and vegetable 
agreement which provides for the Hungarian deliveries of these 
products to the Soviet Union of 388 thousand tons in 1970 as against 
110 thousand in 1963, Other examples are the Soviet-Polish agree- 
ment, under which the latter will supply (during the 1966-1970 
period) $0 complete chemicals plants to the value of $212 million: 
the creation of joint Bulgarian-Hungarian associations in the field 
of metallurgy and engineering to start operating in 1965, with the 
aim of promoting specialization between Hungarian and Bulgarian 
enterprises; and the joint Hungarian, Polish and Czechslovak 
agreement on the establishment of an organization under the name 
of “INTERMETAL ^ for co-operation in. the field of ferrous 
metallurgy, 

© India and eastern Germany prolonged their existing trade 
agreement until 1967, with provision for a large increase in trade. 
In 1964, the Soviet Union granted the following credits (in million 
dollars): 6.6 to Senegal, 15 to Uganda, 210 to India (for the building 
of steel mills of 1,6 million tons capacity), 29 to Afghanistan (and 
another 11 in 1965), 128 to Algeria and 40 to Kenya; Hungary 
granted a credit to Tran of $10 million and Czechoslovakia one of 
$15 million to Algeriay Poland granted a credit to India of 105 mil- 
lion rupees; and eastern Germany granted a credit of $1 million 
to Colombia, 

1S Rumania-France: to increase trade from 1965 to 1969 by 60 per 
cent (compared with the 1960-1964 period), Sewer Union-France: to 
increase trade during 1965-1969 by 70 per cent (over 1960-1964), 
or to double the trade by 1969. USA-Rumania: the former to build 
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_ growth of both imports and exports in 1965 


spects for 1965 в 
Only the Bulgarian plan provides for a 


Czechoslovakia 18 and eastern Germany expect 
roughly the same as those of 1964. Poland and Ht 


on the other hand, plan for declines in the rate of increase — 
of turnover (see Table 23). All these rates exceed those 


Ja 


planned for national (material) product. For balance-of- 


payments reasons, exports are planned to rise faster than 
imports in Hungary and Bulgaria, whereas Poland will 
permit a slightly greater increase in imports. However, 
in Poland also the problem of balance with western 
European industrial countries remains a matter of major 
concern. es 

Apart from the figures given in Table 24 for Bulgaria 
and Poland only a few indications are available on the 
commodity composition ‘planned for 1965. It would 
appear that a continuation of past trends is expected 
for the exports of the more industrialized eastern Euro- 
pean countries, with a quicker growth of manufactured 
goods ‘than of foodstuffs, raw materials and semi-manu- 
factured products. This would be in line both with the 
growing requirements of these countries and with the 
slow development of agricultural production. Within the 
group of manufactures, exports of machinery will 
increase most quickly in Bulgaria (31 per-cent), whereas 
in Poland exports of manufactured consumers’ goods 
are to expand fastest in relative terms, and at about the 
same rate as exports of machinery in Hungary. In Bulgaria 
and Rumania exports of the fuel, raw material and semi- 
manufactures group are also planned to increase rapidly 
thanks to the metals and chemicals produced by new 
plants. 

On the import side an interesting new development in 
Poland is the quick increase planned for consumers’ 
manufactures after a several years’ decline. In most 


chemicals works in the latter to the value of $40 million (to be 
financed by the Export-Import Bank). Soviet Union-Finland: trade 
agreement until 1970, Sevier Union-Italy: long-term trade agreement 
and bank credits up to Lit. 40 billion, to finance exports of Italian 
equipment.Poland-Italy: for the period 1965-1969, with a 15 per 
cent increase in trade in the first year (providing for Polish exports 
of machinery and consumers’ goods). 


8° Various banks in the United Kingdom extended a number of 
credits with repayment of up to 15 years to the Soviet Union (£35 mil- 
lion to buy chemical plants).and to Bulgaria (£4 million); similarly, 
France agreed to deliver on credit complete plants to the Soviet 
Union as part of a 1965-1969 trade agreement. 


р Та order to facilitate foreign trade transactions а new specialized 
credit institution, the “ Czechoslovak Commercial Bank ”, has been 
established, 
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countries of eastern Europe imports of fuels and raw 
materials will increase fairly rapidly. The picture is more 
varied in the machinery group: in Poland, expansion is 
planned to resume after the 1964 decline, whereas 
Hungary plans to cut back imports after the large 1964 
Increase, and in Bulgaria the increase is to be much 
smaller than in the past two years (imports of machinery 
will decrease by one-fifth). 

As far as regional trade flows are concerned, the factors 
already mentioned indicate that the same situation as in 
1964 may be expected also in 1965. A few additional 
developments may further sustain these trends. For 
instance new prices at which commodities will be traded 
among eastern European countries were introduced on 
1 January 1965. They are now closer to world market 
prices than before, but it is difficult to assess the likely 
impact of this change since the previous degree of dis- 
parity is not known. Trade agreements between eastern 
countries for 1965 foresee a rapid increase in mutual 
trade,'*4 while trade with countries outside the area is 


ee For instance the trade agreements anticipate that mutual 
deliveries will increase by the following percentages between pairs 


planned in many cases to develop at least as fast as the 
average. On the other hand, there is an obvious tendency 
in virtually all countries of the area to put more emphasis 
than hitherto on trade with developing countries. It was 
announced recently that tariffs on imports from these 
countries were abolished in the Soviet Чшоп,135 while 
partial measures in the same direction are being imple- 
mented in some eastern European countries. An important 
event, although not of particular significance for 1965, 
was the recent session of CMEA (28 January 1965) which 
deliberated on the finalization of the co-ordination of 
long-term plans (1966-1970) and on the signature of 
long-term trade agreements. A precise schedule was 
adopted for this purpose. 


of countries in 1965: Czechoslovakia and Bulgaria 12; eastern 
Germany and Bulgaria 15; eastern Germany and Czechoslovakia 12; 
Hungary and eastern Germany 9; Hungary and Bulgaria 30; Poland 
and Bulgaria 32; Poland and eastern Germany 10; Poland and 
Hungary 8; Soviet Union and Bulgaria 20; Soviet Union and 
Czechoslovakia 15; Soviet Union and eastern Germany 3; Soviet 
Union and Hungary 7.5; eastern Germany and Rumania 12 per cent. 


135 For details of the possible impact of this measure, see the 
Economic Bulletin for Europe, Vol. 16, No. 2. 


7. INSTITUTIONAL DEVELOPMENTS 


In 1964 a further strengthening was witnessed of the 
tendency towards reform of the methods of planning 
and management, which for some time has been evident 
in most countries under review. In Czechoslovakia, 
institutional changes inaugurated during the year re- 
present only part of a wider scheme which is expected 
to have a far-reaching effect on the country’s future 
development. In the Soviet Union, the need to give 
greater autonomy to enterprises and to find more flexible 
means of guiding their activities is frequently stressed in 
major newspapers and journals. Also it has recently 
found expression in official statements as well as in meas- 
ures the object of which is to enlarge the role played by 
contractual agreements between enterprises in determin- 
ing their production programme. In Poland, experiments 
are conducted on a large scale with the purpose of testing 
the workability of various solutions and thus providing 
a better basis for forthcoming decisions. In eastern 
Germany, where the principles of intended changes were 
officially adopted in mid-1963,/3° measures are progres- 
sively being taken to implement them after economic 
experimentation along similar lines. In Hungary the 
partial measures introduced in the last two years are 
considered as insufficient. In this country a far-reaching 
critical review of the planning and management mechanism 
has been initiated, the results of which should be imple- 
mented from 1966 onwards. Recent information on 
Bulgaria indicates that an experimental scheme aimed 
at increasing the role of economic incentives and at better 
utilization of productive capacity has also been initiated.1*” 


136 See Richtlinie fiir das neue Gkonomische System der Planung 
und Leitung der Volkswirtschaft, Berlin 1963; and Neues Deutschland, 
16 July 1963. 

137 The exact nature of this scheme which embraces some fifty 
enterprises has not been announced. However, in his speech at the 


(a) Changes in the planning and management systems 
in Czechoslovakia 


The basic principles of the reform of the planning and 
management system, which has been under discussion 
in Czechoslovakia for many months, were approved 
by the Central Committee of the CCP on 29 January 
1965.18 While full details of the proposed changes have 
not yet been worked out, the principles imply a considera- 
ble reduction in the scope of directive planning and the 
replacement of administrative control by economic 
stimuli. By influencing prices — rather than fixing them 
rigidly — by tax and credit policy, conditions are to be 
created to induce enterprises to act in conformity with 
the objectives and targets laid down in the national 
economic plan. 


The principles provide for a thorough reconstruction 
of the organizational set-up of industry. The basic 
organizational unit for planning purposes will be the 
trust, grouping enterprises of a whole sector or branch, 
and the industrial concern or “combine” —a_ less 
comprehensive horizontal or vertical amalgamation of 
enterprises. These organizational forms will be headed 
by “sectoral directorates ”, with wide responsibility for 
planning and management of the enterprises under their 
jurisdiction. The directorates will have direct control 


end of 1964, the Prime Minister, Mr. Zivkov, pointed out that the 
results obtained so far have been encouraging and that, with certain 
modifications, the scheme will be extended not only to a larger 
number of enterprises but to whole branches of the economy as 
well. (Rabotnichesko delo, 31 December 1964.) 

138 After having been preliminarily approved by the Presidium of 
the Central Committee in mid-September 1964. The official account 
of the approved principles was given in Rudé Pravo, 17 October 1964 
and 30 January 1965. Except where otherwise indicated, the descrip- 
tion that follows is based on these two sources. 


bodies can operate with fae ee of ты 
expectations and intentions regarding the pattern of 
development of the economy, the distribution of invest- 
ment, etc. Together with the formulation of the five-year 
plan, the central authorities will determine in a binding 
way the basic principles of enterprises’ taxation, forma- 
tion of reserve capital funds and the mechanism through 
which enterprises will participate in fnaneing investment 
expenditure. 


Instead of concentrating on the fulfilment of numerous 


quantitative indicators, the task of the enterprise will be _ 


the achievement of best financial results. The success of 
enterprise performance will be generally measured by 
its “ gross income ” or the revenue which remains after 
deducting from gross proceeds the cost of materials, 
_ outside services and depreciation.14° Out of the gross 
income, the enterprise is to pay interest on capital 
(allocated in the past as well as newly borrowed) amortiza- 
tion of loans and taxes. The allocation of the remainder 
will be at the free disposal of the enterprise; for, while it 
will have to conform to national wage policies, with 
regard to basic wages it will be relatively free to grant 
premia and bonuses, their amount being dependent on 
the level of the enterprise’s earnings. 


The enterprise will pursue profits and will be free to 
determine the volume and the composition of its output. 
It will also be free to determine its inputs of labour and 
materials and, within limits, of capital. According to the 
new principles, central control over enterprise employ- 
ment will be considerably reduced, although the bidding 
for labour will continue within the framework of a unified 
tariff system for basic wage rates. Allocation of supplies 
will be abolished, except for imports, and will be replaced 
by commercial orders. The enterprise will also control the 
use of its own amortization funds, and, as indicated 
above, will be able to retain some share of its profits for 
investment. 


А major part of all fixed investment will be centrally 
allocated as~before but a considerable part will be dis- 
tributed in the form of credits by the banking system. 


189 The sectoral directorates will be assisted by collective bodies 
composed of leading members of management of enterprises, 
chairmen of Party and Trade Union organizations, representatives 
of the State Bank, and of the most important customers. These 
bodies will consider major questions of the economic and financial 
plan, allocation of investment, credit problems, distribution of the 
workers’ fund, and an evaluation of activity of the enterprises. 


“4° It seems, however, that in some sectors (e.g. metallurgy) the 
main indicator will be the profit of the enterprise. 


“The 1 new Ве also sie foe 6 a Фет 
system of price-fixing: Central | price-fixing will 
fined to a limited number of raw and basic materiz 
in retail trade, to basic foodstuffs. Most of фик 
prices will be determined by direct negotiations. between 


enterprises within fairly wide limits set by the central _ 


authorities. For some of these products, particularly new 
items, not only the actual limits, but also the step-by- 
step changes in them over a period of several years, will 
be set in advance. Prices for a third category of products 
will be left to be determined freely as a function of supply 
and demand. The new pricing system is to be introduced 
gradually so аз to ргезегуе. ап orderly market. It was 
stated that “ price relationships should change gradually 
in such a way that prices refiect in the first place produc- 
tion costs and in the second place the supply and demand 
situation ”.141 To the extent that the authorities are to 
influence prices, they should try progressively to link 
internal prices to price relationships on the world 
market. It is particularly stressed that the prices paid to 
producers of goods for export and the prices charged to 
users of imported materials and other goods should 
reflect the price structure of the world market, in the 
interest of a reorientation of foreign trade towards the 
most economically efficient pattern. Market pressure is 
to be used so that “ actual and expected price movements 
literally force enterprises to switch over from obsolete 
production to better or entirely new goods. Until now, 
the same aim was supposed to be achieved by various 
checks, orders and moral pressures, but with small 
results, as they were not supported by economic 
interests ”.142 


The tendency of enterprises to exploit a monopoly 
position to push up prices or to fail to reduce prices 
following a decline in costs is expected to be checked by 
administrative means and by encouraging competition 
between different social sectors, i.e. between state industry, 
co-operative industry and local industry. It is also intended 
to encourage competition by gradual increases of imports 
of consumers’ goods. These will in future be imported 
according to the needs expressed by retail trade organiza- 
tions and not, as was mostly the case so far, on the basis 
of agreement with domestic producers. The admini- 
strative fixing of prices of basic commodities and the 
institution of limits on the movement of others were 
primarily prompted by the desire to keep the general 


181 Rudé Ргауо, 17 October 1964. 
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ducts should fall because of slackening demand, then 
problem would arise and the needed step would be 
to choose a new standard product, in relatively high 
dem and, and to fix the upper limit of its price. Naturally, 
the choice of standard products would be always very 
2% important, as they would have to have a sufficient weight 
in a given group of products and effective influence on 
prices of substitutes or variants ”.144 But this is thought 
4 to be a manageable task because the number of products 
_ concerned is not great and could be reduced with a better 
4 adaptation of supply to the pattern of demand. 


_ By linking the internal to the external price pattern 
_ and abolishing the isolation of the home market from 
the world market, enterprises will be made to feel the 
_ pressure of foreign competition and this should force 
_ them to streamline their management, production and 
_ marketing methods. This change of approach will be 
reflected in the administrative reorganization of foreign 
trade, the aim of which will be to facilitate closer links 
_ between domestic producing and trading enterprises and 
_ foreign trade organizations, and through them between 
domestic enterprises and world markets. On the other 
hand, new forms of amalgamation of industrial enter- 
prises and foreign trade organizations will be introduced 
on an experimental basis. In some cases, enterprises will 
‚ take over entirely the activity of foreign trade organiza- 
tions. Elsewhere, joint organizations of production and 
foreign trade will be set up to deal with specific commer- 
cial aspects. However, the principle of foreign trade mono- 
poly will continue to be maintained. 


Measures to increase the efficiency of internal trade 
are still being elaborated. The principle of income 
maximization is to be applied also in this $ес‘ог.145 The 
envisaged organizational measures include the setting 
up of specialized outlets managed directly by producing 
enterprises, their purpose being to provide a closer link 
between producers and consumers.'#* The existence of 
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143 Nova Mysl, Мо. 10, 1964, р. 1178. The author of the article, 
Professor Ota Sik, Director of the Institute of Economics of the 
Academy of Sciences, presided over a group of economists charged 
by the Government and the Party to devise the scheme of the reform. 

144 [bid. 

145 Thus the official account of the reform states: “The new 
system should create conditions in which employees of the trading 
network would have a material interest in adapting rapidly their 
activity to consumer demand ... It is necessary to create material 
incentives in channelling efforts towards an optimum satisfaction of 
consumer needs instead of directing them towards the fulfilment of 
indices of retail trade. turnover.” (Rudé Ргато, 17 October 1964.) 


148 Such outlets have begun to be established, starting on 1 July 
1964. 
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plan will depend not so much on the implementati 
administrative directives originating from the centr 
controlling most of the activities of enterprises as on 1 


application of general economic levers inducing enter- 


prises to achieve the desired results. 


All of the contemplated steps — the far-reaching 
devolution of micro decision-making from the central 
planning authorities and ministries to enterprises and 
“ directorates ”, the decentralization of the price-fixing 
procedure and the linking of prices to market conditions, 
the establishment of direct and free relationships between 
producing units as well as between these units and trading 
organizations — should in their own way contribute to a 
greater flexibility of the economic system. It is generally 
recognized, however, that accumulated disproportions 
and widespread inefficiency cannot be eliminated by a 
single stroke. The new principles of planning and manage- 
ment should create the basic conditions for rising initiative 
at the micro level and provide greater harmony between 
the many conflicting interests, considerations, and aims, 
which were at the root of the present and past difficulties. 
It goes without saying that the problem of liquidation of 
inefficient plants, or elimination of superfluous jobs, will 
not be a simple matter. A fundamental problem to be 
solved by the new system will be the eradication of many 
of the ingrained habits and methods of approach which 
have developed under conditions of protection and com- 
placency afforded by the absence of any significant 
market pressures. Moreover, the contemplated amalga- 
mation of production units, although it will facilitate the 
maintenance of central guidance under conditions of 
far-reaching decentralization through market impulses 
and profits, is not without drawbacks in that it strengthens 
the monopolistic and oligopolistic basis of the industrial 
structure. It has already been indicated that the Czecho- 
slovak authorities are fully aware that the steps towards 
devolution of economic decision-making from the central 
authorities to industrial organizations must be accom- 
panied by a careful consideration of the need to guard 
against any attempts by these organizations to exploit 
their monopoly power. Whether the concrete measures 
envisaged will prove to be sufficient for this purpose can 
only remain a matter for speculation. 


A schedule of the introduction of the new measures 
extending over 1965 and 1966 will be worked out. Meas- 
ures planned for 1965 are those concerning the admini- 
strative framework of production, and some partial 
transitory measures concerning indicators and prices, as 
well as experiments with particular features of the new 
system which are being introduced in some enterprises. 
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The year 1965 should see the setting up of trusts and 
combines. Their managements should start co-operating 
in the elaboration of the fourth Five-year Plan, 1966-1970. 
The principles of the new system will be elaborated during 
1965 in accordance with the character and conditions in 
particular industries. This elaboration should be con- 
cluded by 30 June 1965 for industry, construction, 
internal and foreign trade and local industry. For trans- 
port and agriculture the elaboration should be concluded 
by the end of the year. The number of directive indicators 
has been reduced in the 1965 Plan and should be reduced 
down the line of command. Unsatisfactory indicators 
should be replaced and, in particular, the system of 
material incentives should be modified and their level 
increased. In most industria! branches the indicator of 
“sross production” should cease to be valid for the 
determination of labour productivity. More precise 
indicators should be used for this purpose, as the drawing 
of wage funds should be tied for the time being to labour 
productivity fulfilment. In some sectors, the Ministry 
has been authorized to reduce on its own initiative the 
number of directive indicators handed down to sub- 
ordinate units. In order to create an incentive for the 
reduction of the size of employment, and for labour- 
saving generally, enterprises which fulfil higher targets 
with a proportionately smaller labour force should be able 
to use, in 1965, their relative savings of wage funds for 
the payment of premia. In these cases, instead of the size 
of employment and average wages, the main labour plan 
indicator should be the wage fund. 


Apart from the reorganization of the administrative 
framework of production, it has been decided to intro- 
duce in 1965 some of the other elements of the new 
measures in a sample of enterprises on an experimental 
basis. So far, the introduction of experiments is expected 
to concern 110 enterprises in industry and building, as 
well as some transport and trade organizations and a 
number of local industrial enterprises and producer 
co-operatives. The industrial enterprises in which the 
experiments should be taking place account for 19 per 
cent of industrial production. Of particular importance 
should be the experiments in the metallurgical sector 
where the selected enterprises account for 47 per cent of 
total metallurgical production. 


The experiments are not of a uniform character. 
Particular features of the system-are being introduced in 
particular industries or enterprises: in some cases it is 
the use of “ gross revenue” or “ profit” as a success 
indicator, while in some others emphasis would be 
placed on direct links with foreign trade, etc.44? Also, 
the appropriateness of the proposed rate of interest 
charged on the fixed capital of enterprises should be 
probed during the course of this year, as well as the 
methods of financing sectoral and enterprise investment. 


In recent weeks, profit-sharing systems of remunera- 
tion have been started in some undertakings in ‘the 
service sector.2#® 


It should be noted, however, that some of these experi- 
ments may not correspond fully to the particular features 


147 Rudé Prdvo, 22 January 1965, 
M8 Tbid,, 9 December 1964. 


of the scheme, as a number of experiments had been 
designed before the details of the reform were fully 
decided upon. 

Special incentives have been devised for the fulfilment 
of specific targets in priority sectors. 180 million Kes have 
been earmarked for special premia in the sectors of con- 
struction, foreign trade, domestic trade and agriculture. 
In the field of construction, they should be paid for any 
important improvement of “technical-economic” norms, 
rapid completion of priority projects, etc. Enterprises 
working for export should get a certain share of foreign 
currency earnings as a reward for satisfactory work, 
speedy delivery, quality, etc. Similarly, enterprises using 
imported materials should be rewarded in foreign 
currency in proportion to the realized savings. In order 
to increase the production of goods in short supply as 
well as that of new products, enterprises stepping up or 
starting production should obtain special premia. In 
agriculture, a system of premia has been devised for an 
increase of crop production in comparison with the 
average of the last three years, and for an increase of 
animal production in comparison with the previous year. 


Attention should be paid to improving accounting 
evidence and the processing of data in enterprises so as to 
permit a more reliable cost calculation, calculation of 
input norms, etc. During this year checks of production 
costs of individual items should be carried out in order to 
assess their “ profitability ” and decide on their inclusion 
in future production programmes.1” 


A price revision should start in the course of the year. 
This revision should bring prices closer to production costs 
with a view to avoiding too large price fluctuations once 
the new principles of price determination become opera- 
ме. 


(b) The state of the debate and recent experiments 
in the Soviet Union 


In the Soviet Union the need for improvements in the 
system of planning and management acquired new 
urgency in public debate and became a matter of official 
statements at the highest level. Moreover, since July 1964 
a scheme of an experimental character intended to test 
certain proposals with regard to the greater autonomy of 
enterprises was put into life on a small scale, and in 
January this year it was decided to broaden the application 
of this scheme to embrace a large number of associations 
and producing units in the sphere of light industry. 


The December 1964 session of the Supreme Council 
placed a great deal of emphasis on the necessity of 
increasing the role of material incentives and strengthening 
the use of economic criteria in the management of the 
economy. Аз Mr. А. М. Kosygin, the Prime Minister of 
the Soviet Union, emphasized in his speech during the 
session, “ The system of planning and economic manage- 
ment requires considerable improvement. This includes a 
further development of the principle of democratic central- 
ism, a tuning up of the planning organization, the elimina- 
tion of parallelism in the activities of the planning bodies, 


149 Tbid., 24 November 1964. 
160 Tbid., 13 January 1965. 
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increased responsibility of each organ for the work 


entrusted to it, a general strengthening of economic 
POCEMEIVES - 2 
economic management and planning requires the widening 
‘of economic independence of enterprises and their 
increasing ‘responsibility for the choice of the most 
economical ways conducive to the attainment of the State 


.”.151 And further, “ The improvement of 


plan objectives, the widening of the rights of the enterprise 


directors, heads of shops and foremen . . . Recently 
proposals have been made in our press by many scientists, 


industrial workers, economists and planners about further 


improvements in the management of the economy. As 


they attach great importance to this question, the Party 


and the Government will consider these proposals and 


_will take the necessary steps to improve the management 
_ of the national economy.” 152 


The proposals referred to by Mr. Kosygin were put 
forward in discussions among Soviet economists which 
took place during the year. Some of the issues involved, 
however, were raised at an earlier stage, particularly 


* following the publication of Professor Liberman’s article 


in Pravda of 9 December 1962.45 A characteristic feature 
of this debate was the wide participation of factory 
management who approached the problems from the 
vantage-point of their own practical experience. Of even 
greater significance, however, was a fair degree of consen- 
sus about the need for major changes although the 
solutions advanced varied. Contrary to the corresponding 
debate in Czechoslovakia and at an earlier stage in Poland, 
the discussion did not aim at working out a new model of 
planning and management but proceeded instead by 
concentrating on possible changes which would introduce 
more flexibility into the present system and, more gener- 
ally, contribute towards a greater efficiency of the econ- 
omy. 

It was generally felt by the participants in the debate 
that the highly complex interrelationships among the 


_ various sectors and even more so among the individual 


economic units were rendering the tasks of the central 
planning authorities increasingly difficult.°* The freedom 


151 Pyayda, 10 December 1964. 

152 Thid. 

153 Professor Liberman’s proposals were reviewed in the Economic 
Survey of Europe in 1962, Part 1. 

154 This view was once best summarized by Professor Birman in 
Ekonomicheskaya gazeta, No. 13, 1963. With respect to the organiza- 
tion of supplies he writes: “ Now the annual plan of economic de- 
velopment is an aggregate of dozens of volumes, thousands of pages, 
hundreds of thousands of figures. The nomenclature of output 
distributed centrally covered in 1960 13,105 items and its enumera- 
tion took 370 pages; combines, turbines, rolling mills — together 
with telegraph poles, iron forks, napthaline seeds, labels for wine 
and beer, etc. In 1962 we already had 18,000 such items; in addition 
many more are planned by sovnarkhozes, and by executive com- 
mittees of local soviets. Some planners believe that the lack of co- 
ordination in the supplies of enterprises with equipment and raw 
materials is due to insufficient refinement of planning. With longing 
they look at electronic accounting machines — with their assistance 


one will be able to work out for every plant the demand for a , 


complete nomenclature, screws, valves, etc. ... It seems to us 
utopian to chase in the national plan every nut and every movement 
of the worker. The attention of experts on planning methods must 
make a turn of 180 degrees; that from enumerating separate com- 
modities to value indicators and to economic levers which assure the 
optimum conditions for plan fulfilment ... it is impossible to 
regulate directly by the plan the output of every commodity, its 
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of enterprises, it was further said, is too limited and 
inadequate in the face of the growing needs of the 
economy. The management of the enterprise has no right 
to determine the volume of output and its composition 
and it has virtually no say in such crucial matters as the 
price formation, the number of employees, the level of 
wages and salaries, etc. The high degree of centralization 
of planning and management, which in the past had 
contributed to the expansion of the economy, increasingly 
tends to de-stimulate the producing units and to slow 
down their efficiency. The predominance of the adminis- 
trative factors over economic criteria has become a hin- 
drance to the further growth of the economy and, more 
particularly, to the satisfaction of consumers’ demand. 
Time has come to give more scope to decisions taken at 
the enterprise level and to place more reliance on the 
profit motive and-on the demand and supply relations 
while continuing to concentrate all financial and econo- 
mic levers in the hands of the state. As some of the 
participants put it in terms of Marxian economics, it is 
necessary to provide more scope for the functioning of the 
“ Jaw of values ” within the framework of overall planning 
conducted by the state.1% 

A major development in the 1964 debate was the 
greater than hitherto stress given to the necessity of 
simplifying the various efficiency indicators of the enter- 
prise’s activity by strengthening the role of profit as well 
as to the need of increasing the importance of the price 
mechanism for guiding production. While urging the 
reduction of the existing gamut of success indicators to a 
single index of profitability, Liberman was also aware of 
the need to modify the methods of pricing so as to sim- 
plify the elaborate control mechanism over the compo- 
sition of the enterprise’s output. Nonetheless, in putting 
forward his formal proposals Liberman remained rather 
vague as to the way in which price flexibility could be 
achieved. He called for securing a “ normal profitability 
for the whole assortment of output ” and for a “ flexible 
process of price determination ”. But price-fixing was to 
remain within the jurisdiction of the central admini- 
strative authorities, and only with regard to new products 
was some sort of direct inter-enterprise negotiation to be 
applied.4*° Under such conditions it seems rather difficult 
to visualize the way in which the flexibility required for 
the use of profits as the main efficiency indicator might be 
introduced, at least without certain delays which are 
likely to impair the effectiveness of the scheme. For even 
assuming that in determining prices the central authorities 
will succeed in establishing a link between the relative 
profitability of the various products and their relative 
scarcity and to pass back part of the “ scarcity profit ” to 
the producing units as incentives to raise output, there 
remains the problem of delays in the necessary adjust- 
ments as well as the difficulty of carrying out frequent 


quality, its cost, timing etc. It is equally impossible to foresee the 
need for replacement of every tool, the utilization of every metre of 
cable etc. The objective of planning as we see it is to define the volume 
of production and its major allocation, the location of productive 
forces and to ensure the necessary general proportion of develop- 
ment of the economy.” 


155 See, for instance, Voprosy ekonomiki, No. 9, 1964, pages 63-110. 


156 Such settlements would similarly have to be approved by the 
central administrative authorities. 
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or a more effective use of prices as well as for more 
_ direct contacts between purchasers and suppliers was 


rs rgued by a number of economists, among others by the 


Jate Academician Nemchinov who early in 1964 presented 
rather elaborate views on this зи ест“ Nemchinov 
argued that rigid allocation of supplies by “ rationing ” 
must result in low efficiency and a slowing down of tech- 
nological progress. In order to achieve consistency be- 
tween operational plans of the various producing units 
and to provide for the co-ordination of these plans with 
the global national plan, it is neither necessary nor desir- 
‘able to strive for a mechanical and rigid balance which 
tends to restrict the scope of action of the enterprise and 
prevents it from making alternative choices. It would 
be sufficient to ensure the priority of the global plan and 
to establish such interrelationships between the planning 


bodies and the enterprises which, supplemented by an 


adequate flow of economic information, would make it 
possible to correct any departure from the original 
programme. Above all, the relations. between the higher 
planning authorities and the producing units should not 
be one-sided, but they should also contain well defined 
responsibilities and obligations of the higher authorities 
towards enterprises and established on a contractual 
basis. Each enterprise should submit in advance to the 
planning authorities its proposals containing conditions 
under which it would be prepared to meet the planning 
orders, including the assortment of goods, their quality, 
delivery dates and prices. Once agreed upon, contracts 
should be binding for both the enterprise and the planning 
body and they could not be changed unilaterally. 


A further point raised by Nemchinov was the problem 
of prices which, according to him, should be fully co- 
ordinated with the plan. The procedure of planning prices 
can be carried out without resorting to detailed рисе- 
fixing from above. Fixed prices not subject to frequent 
changes should be applied to a limited number of pro- 
ducts of particular importance to the economy and the 
living level of the population, whereas in the case of 
other mass-production goods it might suffice to fix lower 
and upper price limits in relation to prices of basic 
commodities. Prices of most products therefore would 
fall within the group of the so-called “ controlled prices ” 
worked. out by “economic associations” and govern- 
ment departments, and approved by central authorities. 
Prices of products which are not of a serial character could 
be left to the decisions of the producing units, bearing 
in mind that the accepted method of computation should 
be strictly observed. 


The degree of decentralization proposed Бу Nemchinov 
does not imply any reduction in the role of the central 


157 Kommunist, No. 5, 1964. 
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shares of profit which will remain at its | 
according to his scheme, the enterprise is free 
mine the type and quantity of current material inpu 
pre-determined norms are required for an allocation of 
supplies. Instead of this, the system of the special- 
purpose money accounts would include an aggregate — 
material cost account in addition to a predetermined ~ 
wage and depreciation account. Retained profits are also — 
to be divided on the basis of prescribed norms (or 
coefficients) into separate accounts: a separate account 
for incentive premia and social amenities and a separate 
account for development and technological advance. | 


A somewhat different scheme was put forward by the 
Academician Trapeznikov,!*® who was also inclined to 
see in the flexibility of prices the main way in which to 
strengthen the role of the enterprise. In his view, price- 
fixing should remain in the hands of the central authori- 
ties, but prices — rather than remaining stable over long 
periods of time — should constantly be adjusted so as to 
influence the behaviour of enterprises, and particularly 
so in respect of the pattern of supply. “ By changing prices 
received by the enterprise for its product, i.e. by changing 
profit margins, one stimulates the expansion of output 
which is in greater demand, and this provides a powerful 
lever for directing the activity of the enterprise.” As in the 
earlier Liberman proposals, no technical solution of the 
complex problem of price determination was offered in 
Trapeznikov’s schemes. The author is content to state 
that such use of prices would substantially simplify the 
control over the enterprise’s activity with the exception 
of the wage fund. He is of the opinion, however, that 
even in respect of the wage fund there is room for con- 
siderable flexibility since “it may be economically 
justified to overspend on the wage fund provided a slight 
over-expenditure will contribute to considerable savings 
on materials and other items. For in the final analysis 
such savings in any given enterprise have their equivalent 
in the savings on labour cost in the economy as a whole”. 


Some of the participants in the discussion expressed 
the view that detailed control over the physical assort- 
ment of production (and inputs) should be retained 
only for goods in short supply. Also, according to this 
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58 In answering certain questions put forward by the editorial 
board of Kommunist, Nemchinov attempted to clarify his position 
towards central planning in the following way: “ The proposed 
system of planning through the khozrazchet is by no means in 
contradiction with central planning. This has nothing to do with 
the abolition of planning or the plans as a government directive, but 
it deals with new and more effective methods of plan construction 
and with an economically justified distribution of orders among 
enterprises.” (Kommunist, No. 15, 1964.) 


15° Trapeznikov’s article appeared in Pravda of 17 August 1964. 


levying а charge 


cipant.1® The suggested charge is to be differentiated 
ding to the quality and geographical location of the 


_ neutralize the effect of the varied natural conditions on 
the net income of the enterprise.‘*! Such charge is cur- 
rently levied on timber-cutting and beginning from 
anuary 1966 is to be applied in some regions to the 
extraction of ferrous ores. According to the author, the 
_ introduction of such a charge in the extraction of asbestos 
_ ore is also being contemplated, 


Professor Liberman also took part in the debate and 
re-stated his earlier proposals with some modifications. 
According to him, staff premia and payments to the 

enterprise fund should depend on the degree of profit- 
ability defined as the ratio of profit to capital assets. 
However, since this ratio does not take into consideration 
the enterprise’s needs in regard to the labour force 

employed, the payments are also to be proportioned in 
relation to the volume of the wage fund. For this purpose 

“profitability norms ”, differentiated where possible by 

homogeneous groups of enterprises and established on a 

steeply regressive scale in relation to the profit ratio, are 

to be related to the wage fund.® Liberman also laid more 
stress than previously on the importance of price flexi- 
bility as a means of influencing the assortment of output. 

But he is not inclined to break the prevailing principle of 

determination of factory prices on the basis of average 

_ cost production in the given branch. In order to make this 

principle compatible with the requirement of greater 

price flexibility, he proposes to separate the price actually 
received by the enterprise from the industrial wholesale 
price. This is to be accomplished by reverting to the once 
common practice of intra-branch accounting prices. By 
this method, it would be possible to keep purchasers’ 
prices stable and at a level approximating costs while at 


160 Мг. Shkatov in Pravda, 1 September 1964. The author referred 
to statistics according to which 15 to 25 per cent of economically 
usable reserves of coal, iron and manganese ores, non-ferrous and 
rarer metals are irretrievably wasted owing to the lack of sufficient 
incentives for their utilization. Similar losses occur in the petroleum 
and natural gas industries where, he claims, coefficients of extraction 
are low and the utilization of incidental gases inadequate. 


161 The author proposes the establishment of a “zero rent” for 
the use of the least-usable deposits, with a graduation of rent in the 
others according to their relative quality. In industries where the 
prevailing profit margins are insufficient to absorb the new charge, 
he suggests that the zero rent be applied to the medium-quality 
deposits. Producers working on lower-grade deposits should then 
receive a subsidy in proportion to the quality of their respective 
resources. 

162 For example, with a profit ratio of 10 per cent, the scale of the 
payments would be set at 7 per cent of the wage fund; with a profit 
ratio of 20 per cent, payments would amount to only 12 per cent of 
the wage fund. 


| resources and has to operate in a way which would — 
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of the СогКу region. In these establishments, the m; 
agements formulate their own production plan on Фе. 


basis of contracts concluded directly with retail sale us 
organizations without being required to submit their = 


programmes for approval to the central agencies. The 
system of valuation of the activities of these enterprises 
was also drastically changed and the system of incentive 
premia paid to the managerial and administrative person- 
nel is no longer related to the fulfilment of the output plan 
but rather to the fulfilment of contractual obligations and 
the achieved level of profitability. According to an article 
of the chief economist of the “ Bolshevichka ”,1®* some 
difficulties arose because of lack of correspondence 
between the relative prices and costs of the different types 
of goods. So that the orders of the retail organizations 
could be met, a considerable shift had to be made in the 
assortment of production and this tended to reduce both 
the value of total output and profitability.1¢ Another 
source of difficulty was the lack of correspondence 
between the pattern of supply of raw materials and the 
structure of production. The latter were brought about by 
the fact that supplying enterprises continued to operate 
according to the programme laid out in the annual plan 
without adapting themselves to changes in the structure of 
requirements. 


The appearance of problems such as these, without 
prejudging the workability of the scheme in any funda- 
mental sense, can only, of course, be taken as a demon- 
stration of the need for additional measures; and that this 
is indeed the prevailing conception is indicated by the 
recent decision to extend the number of enterprises 
involved in the experiment. 


In January 1965 the Council of the National Economy 
of the Soviet Union decided to include in the experimental 
scheme conducted in “ Mayak” and “ Bolshevichka ” 
some four hundred enterprises and producers’ associations 
accounting for about 25 per cent of the output of the 
garment and shoe industries. As announced in the press, 
the ministries of trade of the Union Republics were invited 
to make up in the course of the month a list of wholesale 


163 М. Kuznetsova, in Pravda, 4 October 1964. 


164 Instead of the relatively high-priced garments previously 
turned out for which demand was inadequate, the firm has shifted 
to the production of lower-priced goods providing them, however, 
with a better finish and more adequate dimensions. The effect was 
to increase labour and material requirements per unit value of 
production. According to the author, the firm was able to secure 
some price adjustments, inadequate, however, to make up for the 
loss of profit due to the above-mentioned factors, 


‘etc. with due regard 
of productive capacity. If found successful, this 
f contractual agreements is likely to be further 


extended," and this may well contribute to the effect- 
_ iveness of the whole scheme. 


Experiments of a somewhat different nature have been 


conducted since April in a group of 80 enterprises. These 


involve a very much modified version of the Liberman 
proposals and are primarily focussed on the creation of an 
elastic incentive system. In the tested scheme, the pay- 
ment of premia is made dependent not only, as hitherto, 
on the degree of fulfilment and over-fulfilment of the 
production programme but-also on how ambitious the 
programme is, the extent of introduction of new types of 
products, improvements in quality, etc., and last but not 
least on the achieved level of profitability. The tying of 
premia payments to a number of indicators rather than to 
profitability alone was stated to have been motivated by 


_ Фе inadequacy of present pricing methods. With the 


improvement of these methods, and, in particular, by 
rendering the level of profitability dependent of the actual 
efficiency of enterprise performance, it should be possible 
to reduce the number of indicators-and to tie premia 
payments directly to profitability.*? 


A decree passed on 28 August 1964 was aimed at the 
creation of special incentives in a number of industries, 
for raising the quality of production, introduction of new 
items and the development of new techniques. In the 
chemicals, oil-processing, metallurgy and engineering 
industries, it provides for a considerable increase of 
deductions to the “ enterprise fund ” from profits derived 
as a result of adoption of new technology and turning 
out of new types of goods.1® Prices of such items received 
by producers are to be set higher than those for con- 
ventional products. Moreover, the decree forestalls the 
general overhaul of wholesale prices?®® providing for a 
separate reform of prices of some types of output of 
machine-building and other industrial branches with a 
rapidly-changing nomenclature of production. 


At the beginning of 1965 an experimental scheme was 
also put into effect in the field of financing new construc- 
tion and extension of capacity. As announced in the 
press,!”° this scheme which includes a number of selected 
enterprises and construction sites is intended to explore 
the possible advantages of financing fixed investment 


165 Tryd, 13 January 1965. 

166 In his speech referred to earlier, Mr. Kosygin explicitly stated 
“... We shall proceed towards planning on the basis of orders 
placed by purchasers not only in the manufacture of consumers’ 
goods but also in other branches of the national economy ”. 

167 See Ekonomicheskaya gazeta, 14 March 1964. 

188 Тре higher deductions apply to profits derived during the first 
year of serial production of the new items. 

09 Originally scheduled to take effect on 1 January 1963, this 
overhaul was postponed to the beginning of 1965, but there is no 
indication that it had been implemented by that time. 


17° Economicheskaya gazeta, No. 2, 13 January 1965. 


periods, achieving at the same time reductions 
and in the volume of unfinished construction. = 
Long-term credits are to be provided by the C 


tion Bank of the Soviet Union in accordance with ap- 
proved investment plans and credit limits worked out on — 
a yearly and quarterly basis. The amount of credit is de- _ 
termined by the estimated costs of construction of new = 
projects and the extension and reconstruction needs of 


the enterprises involved. The terms of credit repayments 
are fixed by the Bank in agreement with the respective 


sovnarkhozes, taking into account the length of the 


construction and recoupment periods. АП deductions 
from profits going to the government budget will be 
postponed until credits obtained from the Bank have 
been repaid, while the repayment of credits begins in the 
quarter which follows the completion of the work. 


It should also be mentioned that the organizational 
measures, which took place in 1962 and led to the creation 
of separate guiding party committees for industry and 
agriculture, have now been reversed; and the district and 
regional party organizations for industry and agriculture 
have again been unified into single bodies. The measure 
reflects difficulties which have arisen in connexion with 
establishing the demarcation line between various 
controlling functions, the resulting duplication of author- 
ity and “ weakening of the influence of party organs on 
production activity in a number of highly important 
sectors of the economy ”.171 


(c) Developments in other countries 


Regarding the urgency of the need to adopt more 
flexible methods of planning and management in the 
eastern European countries, the situation in eastern 
Germany resembles more closely that in Czechoslovakia. 
In both countries the complexity of the economic struc- 
ture has reached a point where the difficulty to reconcile 
rigid administrative methods with an optimal utilization 
of resources has become particularly apparent. And 
while the reform strategy chosen by the east German 
authorities appears to be more cautious, the fundamental 
nature of the initiated changes is equally obvious. In its 
essence, the “new economic system ”, the principles of 
which were officially adopted in the middle of 1963, 
represents a switch similar to that envisaged in Czecho- 
slovakia to a more flexible method of directing the 
economy and the replacement of administrative control 
by economic stimuli. By improving the system of material 
incentives, by providing enterprises with a clear notion 
of their rights and obligations, in conjunction with the 
use of economic levers such as prices, credits, etc. enter- 
prises are to be guided to act in accordance with the 
targets and objectives laid down in the national economic 
plan. But, although partial measures to make the new 
system operative have been undertaken, its full introduc- 
tion will have to await the outcome of studies and experi- 


171 Pravda, 17 November 1964. 
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ments with various schemes tried on a limited scale. As 

in most other countries, these experiments are accom- 

_ panied by discussion in specialized journals providing a 

+ wealth of suggestions and arguments for and against 
particular solutions. 


Following the reforms in 1963 and in the earlier part of 
196417? a series of new measures was undertaken designed 
_to contribute to the implementation of the “ new есопо- 


_ mic system ”. 


The new investment decree of September 1964 178 
_ represents a fundamental change both with respect to the 
о financing and control of investment activity and in 
providing incentives for the efficient utilization of invest- 
ment funds. The earlier method of “ pay-as-you-go ” by 
the investor has been replaced by a system of two-stage 
financing. Investment activities prior to completion are to 
be financed on the basis of short-term bank credits. The 
investor pays only upon the completion of the project. 
On the other hand, the source of financing of completed 
` projects will be further diversified so as to make fuller 
use of retained profits (at the enterprise and Association 
of State Industrial Enterprises (VVB) level) and long- 
term credits. Two important decrees aiming at improve- 
ment of horizontal ties between enterprises will become 
effective in 1965: a new contract law "4 tends to give the 
enterprise delivery contracts a more commercial character 
and at the same time to make them function as “a solid 
link between the national plan and the application of 
- economic levers ”; 175 the new regulations for the settle- 
ment of accounts 178 strengthen the economic respons- 
ibilities of the partners, amongst others, by offering greater 
possibilities for checking deliveries against orders. 


The industrial price reform is progressing as sched- 
uled; the first stage covering basic material was imple- 
mented in 1964; the first part of the second stage became 
effective on 1 January 1965 to be followed by further 
steps on 1 April and 1 October; the last stage is expected 
to be completed in the course of 1966.1”? While the aim 
of the reform —to bring prices closer to production 
costs — appears at first sight to be rather limited,*’S it is 


172 See the Survey for 1963, Chapter J, р. 13. 


173 For details see Gesetzblatt der Deutschen Demokratischen 
Republik, Berlin, 15 October 1964, Part II, No. 95. 


174 See Die Wirtschaft, 27 July 1964. 
175 See Neues Deutschland, 15 January 1965, Annex р. 7. 


176 See Deutsche Finanswirtschaft, No. 21, 1964, pp. 4-11 and 
GBL Part II, No. 93. 

177 The first round of price increases was decreed on 1 April 1964. 
The commodities affected were coal, coke, electricity, ferrous and 
non-ferrous metals and a number of others, together accounting for 
around 25 per cent of industrial production. On 1 July 1964, new 
prices were fixed for chemical raw materials and products represent- 
ing about half of the output of the chemicals industry. On 1 January 
1965, new prices were introduced for building materials, semi- 
processed chemicals, timber, paper, cardboard, yarn, textiles, hides 
etc. New prices for processed products of the light industry are to 
be introduced on 1 April and 1 October 1965. 

178 Such reforms have previously been undertaken in a number of 
other countries with limited results, however, as technological 
development and resulting changes in relative production costs 
caused the new prices to become obsolete in a relatively short time. 
To counteract this tendency the east German reform provides that 
prices are as a rule to be calculated on the basis of projected costs 
in 1967. 
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generally recognized that, in view of the existing wide 
discrepancy between relative costs and prices, such a 
reform was a pre-requisite for utilizing general economic 
levers, such as profits, credits, interests, etc. as instru- 
ments for guiding enterprise activity. It should be noted 
that the price reform represents essentially a change in 
accounting prices between the industrial enterprises, by 
which the elimination of state subsidies for basic materials 
is compensated by a reduction of the turnover taxes 
hitherto levied on semi-final and final products, and it 
implies, therefore, above all, a considerable increase in 
the price of investment goods and intermediate pro- 
ducts.”? Prices for consumer goods to the population 
should, however, in principle remain unchanged, as the 
increase in costs can be covered by existing profit margins 
and turnover taxes which are especially heavy in the 
consumer-goods sector. 


The industrial price reform was preceded by a revalua- 
tion of fixed assets and the fixing of new amortization 
rates.18° The introduction of a “ production fund levy” — 
the equivalent of an interest charge on capital assets of the 
enterprise —in combination with interest on bank 
credits is envisaged for the near future in order to create 
conditions for a more efficient utilization of both circulat- 
ing and fixed capital. 


In the field of trade, both foreign and domestic, con- 
siderable effort is being made to establish closer contact 
between producers and consumers. From 1 January 1965 
some VVBs will be given more direct responsibility for 
foreign trade in their respective branches, while on a 
parallel level experiments are being made of affiliating 
others with foreign trade organizations. The establish- 
ment of joint export bureaux of some foreign trade 


179 For instance, the average price increase for fuels and basic 
metals was around 75 per cent and that for chemical raw materials 
9 per cent. It should be noted, however, that in the case of many 
commodities the changes affect producers, but not the users, of 
intermediate products, at least temporarily. 


180 The results of the revaluation of fixed assets and the change in 
amortization rates are summarized in the table given below. On 
average the value of fixed assets gross of depreciation at prevailing 
prices was 52 per cent higher than the corresponding value carried 
in the books. The effect of the revaluation was nearly twice as much 
for building as for machinery and equipment, largely reflecting the 
fact that a considerable proportion of buildings, particularly in the 
light and food industries, dates from the period before 1945 when 
the price level was much lower. 


Gross value of fixed assets Average 
after the revaluation amortization 
as percentage of gross value rates 
before revaluation (in percentage ) 
of which: before: after: 
Total 5 
fixed Machinery 
assets Building and Revaluation 
equipment 
Basic industries. . . . . 143 154 137 4.3 3.8 
of which: 
ору ee es 158 167 156 3.4 3.2 
Coal) estes sy лав 123 rea 121 4.4 4.7 
Chemicals; « sip. - 146 166 134 4.9 3.5 
Metal-working industry . 159 193 130 4.3 3.4 
of which : 
Heavy engineering .. . 154 180 128 3.9 3.2 
General engineering . . . 165 206 133 4.4 3.5 
Light industry... .. 200 260 159 Bez 3.1 
оО ое oso eee 5 229 142 3.4 3.0 
О а. yeh 2: 174 137 4.2 3.6 


Source : Deutsche Finanswirtschaft, Мо. 6, 1964, рр. 5-6. 


addition to the sale of goods, will offer a variety of services 


о envisaged. 3 


tic trade, an innovation is the bringing into 


ation of the VVB warehouses. The warehouse enter- 
rises are to develop into big shopping centres which, in 


to consumers. The management of warehouses will be free 


to enter into contracts with producers and will conduct 


their operations largely without interference from above 


= except that they will be subjected to a-restriction of the 


wage fund. The success of their activity will be measured 


_ Бу the profits earned, and the latter will provide a basis for 


adjustments of the management salaries according to 
performance. Experiments with salaries tied to perfor- 
mance for managers and leading personnel have been 
carried out also in a considerable number of producing 
enterprises and VVBs,!*! and the general introduction of 
this device in the centrally administered state industry is 
apparently contemplated in the near future. 


Experiments conducted in Poland in the search for 
ways of improving planning and management methods are 
similarly focussed towards strengthening the role of profit 
and the lessening of central control over the activity of 
enterprises. Of great interest in this connexion is a scheme 
which has been introduced into a group of selected enter- 
prises in machine-building and electronic industries which, 
if successful, is to be widely adopted in industries facing 
similar production problems.1*? 


In line with the now general trend, the scheme does away 
with the gross output index in the planning and measuring 
of production. It introduces, instead, an index more 
sensitive to labour inputs and estimated on the basis of a 
normative number of man-hours required for the different 
types of output. Normative changes in labour productivity 
and in average wages are established, which, in conjunc- 
tion with the output plan quantified by the above method, 
are used to derive a normative wage fund. Those savings 
which result from the fact that the wage requirements put 
forward by the enterprise already at the planning stage 
were lower than the “ normative ” remain at the disposal 
of the enterprise. If, on the other hand, savings on wages 
are only achieved during the process of plan implemen- 
tation, they must be transferred to the supervisory 
association. Over-fulfilment or under-fulfilment of the 
production plan expressed in terms of normative labour 
inputs calls for adjustments in the normative wage fund. 
But the established relations between production and 
wages are such as to be most favourable for the enterprise 
when production targets are exactly met. Moreover, as 
the system prescribes the maximum but not the minimum 
number of workers to be employed, it provides a certain 
leeway for raising average wages through exceeding the 
plan for labour productivity. An essential modification of 
the existing practice is the substitution of the premia and 
bonus system by a profit-sharing scheme applicable to 


181 See Neues Deutschland, 8 December 1964, р. 3. 


18? In 1964 the experimental scheme was operative in 25 enter- 
prises. 


ar 


the cutie 


the relationship between the wage fund and 


largest when the profit plan is exactly fulfilled. 


The tested scheme also provides enterprises with more | 


freedom in undertaking investment decisions. Bank 
credits are made available for investment purposes 


without restriction though subject to rigorous terms of — 


repayments. Nonetheless, many of the features of the 
system are envisaged to act against an excessive utilization 


of the provided credit facilities. A factor limiting the — 


demand for credits will be the above-described reduction 


in the efficiency indicator brought about by additional. 


investment. Another is the envisaged treatment of repay- 
ment quotas as part of the cost incurred by the enterprise. 
By reducing profit an incentive is thought to be provided 
for a careful use of credits and for venturing only into 
those projects which yield the highest return on invest- 
ment. | 


Following the changes in the system of wage control 
introduced at the end of the preceding year, further 
modifications were made in the methods of planning and 
control of premia payments to non-manual workers. One 
of the shortcomings of the hitherto prevailing practice 
was the existence, side by side with a regulated system of 
premia related to the general performance of the enter- 
prise and subject to the usual wage fund control pro- 
cedures, of a multitude of “ special ” rewards for the fulfil- 
ment of individual tasks which remained outside the wage 
fund plan and as a rule escaped any strict control on the 
part of the financial authorities. Such payments, apart 
from contributing to difficulties in maintaining the internal 
balance, tended to distort established wage relations as 
well as to reduce the effectiveness of the incentives pro- 
vided by the regulated premia system.18* According to the 
statute put into effect on 1 July 1964, all awards and 
bonuses are to be paid from a unified premia fund, the size 
of which is fixed beforehand and which is included in the 
annual wage fund plan.'® Apart from the tightening of 


183 More precisely, changes in operational efficiency are measured 
by dividing the index of increase in profits by the index of change in 
capital, after allowance is made for that part of the latter which was 
due to factors outside the field of enterprise decision (e.g. new 
investment or extension decided upon by higher authorities). In 
cases where profits remain at the previous year’s level, two per cent 
of the wage fund are allotted as additional compensation, which is 
paid out to workers only, not to the management. 


184 An investigation of the Committee on Labour and Wages 
revealed that in many cases award payments effected outside the 
planned wage fund represented a higher proportion of managerial 
income than premia paid within the regulated system. On average 
as many as three titles were used by managers to draw additional 
benefits and there were cases where as many as seven were used 
See Planowa gospodarka, No. 7, p. 43. 


185 The premia fund allotted to each enterprise, not lower than 
10 per cent of the wage fund of its administrative personnel, is 
divided into three parts, each of which is utilized for rewarding 


put, 
the proportion of profit participation is established to be | 


ee 


financial control which will thus be achieved, the new 
_ system will also serve to strengthen the role of associations 
_ by providing them with “ premia reserves ” to be utilized 
‘for rewarding specific tasks arising during the year and 
not foreseen in the plan.18* The new system has also the 
advantage over the old in that it introduces greater 
correspondence between the incentives provided at the 
level of enterprises with those provided at the level of 
_ associations. According to the old scheme, premia paid to 
_ the management of associations were subject to fewer and 
somewhat different conditions than those paid to the 
_ administrative staff of enterprises. This tended to create а 
_ divergence between the interests of the associations and 
_ the interests of their subordinated enterprises.18? The new 
scheme makes the release of premia to the top manage- 
ment of enterprises subject to the fulfilment of the same 
conditions as those which must be met by the manage- 
ment of associations. 


As reported in last year’s Survey, in Hungary, 
beginning on 1 January 1964, centrally subordinated 
industrial enterprises began to pay into the state budget 
a “capital users’ charge” calculated at a uniform 5 per 


different categories of employees. The conditions for allotting premia 
to the first category, including top management, underwent little 
modification. It is the fulfilment of the profit plan, the meeting of 
assortment target and of other tasks, which may be added according 
to circumstances. Seventy per cent of the premia of the second 
group, including general administrative and technical personnel, is 
made dependent upon the granting of premia to the first group. The 
‘Temaining 30 per cent can be paid out directly for individual con- 
tributions and the fulfilment of special tasks. Premia for the third 
group, including production management at lower levels, are 
entirely dependent on the fulfilment of particular tasks and specified 
targets. For each of these categories an upper limit of premia has 
been established: for top personnel it represents a maximum of 
80 per cent of basic salary, for general administration 50 per cent 
and for production personnel 25 per cent. The payment of premia 
for specific contributions was made subject to a point system, the 
purpose of which is to prevent an excessive fragmentation of tasks 
subject to reward. The number of tasks put out for special rewards 
cannot exceed five in any of the production sub-units, whereby each 
is to be accorded not less than 15 points, out of a total of 100 pre- 
mium points, corresponding to the total sum to be awarded. 


186 Two to four per cent of the premia fund is to be retained as a 
reserve by the management of the associations. 


187 The bases for premia payments at the level of associations 
were the achievement of production and the cost plan. They provided 
thus little incentive for the improvement of such indicators as, for 
instance, the assortment plan or export delivery plan. Moreover, 
since the premia were tied to plan fulfilment, they created an 
incentive for the setting of easily achievable targets. At the enterprise 
level the scheme provided for the formation of a “ basic” and 
“ supplementary ” premia fund which could be released after a 
considerable number of indicators have been achieved (such as, for 
instance, the volume of output, its assortment, the wage bill, the 
export delivery plan, etc.). Deductions from the basic premia fund 
were dependent on the achievement of the level of profitability (or 
accumulation) of the preceding year (after allowance for factors 
beyond the enterprise control). Any deterioration in profitability, in 
relation to the preceding year, brought a reprisal in the form of 
reduced deductions whereby a decline of 5-10 per cent spelled the 
entire loss of right to form premia funds. The formation of the 
“ supplementary ” premia-fund was related to the increase in pro- 
fitability and the degree of fulfilment of the profit plan. In addition 
to these the scheme also provided for the creation of a “ reliance 
fund to be fed from undistributed portions of the “ supplementary a 
fund and used in cases when for justified reasons profitability 
declines. The practical importance of the latter was apparently 
small, however, in that it did not play its assigned role, as a type of 
insurance while undertaking technological innovations which may 
temporarily result in a decline in profitability. 
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cent rate of the gross value of fixed assets and of working 
capital. The charge was the first of its kind introduced on 
a general scale into any of the countries of the group. 
During the year preparations were being made to institute 
a similar charge in local and co-operative industry as well 
as in construction, communications and trade. 


As the introduction of the capital charge was not 
accompanied by any significant price changes,!* the 
desired effect of this measure on the relative price 'struc- 
ture was not realized for the time being. It is, however, 
the prevailing view that profit margins (after payment 
of the interest charge on capital) will have to be adjusted 
so that price relations can more closely reflect inputs, 
including the charge on capital. It is also generally 
recognized that, although the introduction of this charge 
represents an important step in providing for a more 
efficient utilization of capital, the effectiveness of the 
measure would be greater if the “ net” rather than the 
“gross” value of assets were chosen as a basis for 
computation of the levy. Used and partially obsolete 
equipment represents obviously less value to the economy 
than its newer counterpart. By treating capital items 
without regard to the degree of their depreciation and 
obsolescence, a premium is provided for speedy replace- 
ment of older equipment without regard to the actual 
degree of capital scarcity prevailing in the economy. 
Moreover, such treatment obviously tends to punish 
enterprises equipped with relatively older equipment by 
overstating their actual cost and reducing profits. Thus 
the measure forgoes an important advantage which 
could be obtained, namely that of neutralizing differences 
in technology, measured not only in terms of the crude 
volume of assets, but also in terms of the relative efficiency 
of assets. 


(d) Changes in industrial organization 


The current movement to reduce administrative 
controls and to increase the role of general economic 
parameters in the management of the economy has been 
accompanied by a change in the organizational structure 
of industry from the once prevalent single-plant enter- 
prise form to various types of integration, ranging from 
a large enterprise with many subordinate plants to struc- 


188 Tn fact, a major consideration in determining the rate of the 
capital charge was that the payment can be accommodated within 
the existing profit margins without making necessary a major price 
revision, at least temporarily. In effect, the average profit margin in 
industry fell from 16 to 10 per cent, the reduction being almost 
entirely at the expense of share of profits paid into the budget; the 
amount of profits retained by enterprises remained largely un- 
changed. Similarly unaffected were the amounts designated for 
premia to employees linked to the level of profits. 

The changes in the structure of industrial cost brought about by 
the introduction of capital charge are illustrated by the following 


figures: 
As a percentage of total cost 


Before After 

the charge the charge 
Materials and supplies ..... 70.4 66.4 
Wages and salaries. ...... 16.1 ee 
Deprecistion. ao. « о мат 6.4 5.8 
а аи... 7.4 6.8 
Capital users’ charge. ..... ve 5.8 


It should be mentioned, however, that once the necessary price 
adjustments are made the rate of the capital charge is likely to be 
increased as the present rate seems to be considered as insufficient. 
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ion has taken plate in two ways: by the amalgama- 


1 of, and co-operation between, single enterprises, 
also by devolution of intermediate administrative 
dies into business-like undertakings. The former 


ety of concentration is to be found practically every- 


Germany and Poland. In Czechoslovakia, the reorganiza- 
tion into “ combines ” and “ trusts ” of production units 
described earlier represents an attempt to achieve a 
highly integrated industrial system.1®® ; 

This process represents an attempt to find an organiz- 
ational structure most suited to the need for reconciling 
effective central control with decentralization, in the 
interests of micro-economic efficiency. 


In most of the centrally planned economies, the single- 
plant enterprise system was prevalent during the period 
that was characterized by the extreme centralization of 
planning and management. With all strands of control 
designed to run to the producing units from above, the 
problem of creating inherent conditions favourable to 
specialization obviously could not attract much attention. 
Rather than any reliance being placed on the decisions 
of the management of the production units, questions 
of specialization and the integration of production pro- 
cesses were supposed to be solved by the central admini- 
strative organs, which were exclusively responsible for the 
distribution of tasks set out in the national economic 
plan. Even under these conditions the prevailing frag- 
mentation of industrial units was not without considerable 
drawbacks. First, the planning and the central admini- 
strative bodies were too remote from enterprises. Even 
the intermediate bodies such as the old time “ trusts ” 
and “ associations ” etc., established with the purpose of 
bringing the authorities closer to the conditions under 
which enterprises operated, frequently had to deal with 
a large number of units which, whilst in the same or 
related branch, in fact operated in such a variety of condi- 
tions that it was often impossible to take sufficient account 
of their individual opportunities and problems. In effect, 
there was a tendency for enterprises to turn out a com- 
plete product or a full assortment of related outputs 
irrespective of advantages which could be derived from 
greater specialization and co-operation. Nonetheless, at 
that time the single plant enterprise had an advantage 
which tended to outweigh its shortcomings; it permitted 
a close supervision of the production and _ financial 
activities, at the lowest integrated level, by the admini- 
strative organs. 


A significantly different situation arose when a partial 
decentralization of the economic system was undertaken. 
With administrative regulations playing a lesser role in the 
management of the national economy, the main advantage 


189 This reorganization was in addition to one undertaken in 1958 
when the 1,417 industrial enterprises existing at the time were amal- 
gamated into 383 “ economic units ”. A similar reform was effected 
in Hungary in 1963 with the amalgamation of 516 enterprises into 
131 enlarged units. In the Soviet Union, a new type of industrial 
organization designated as “firms” has gained wide acceptance 
since 1962; by January 1964, 370 firms having control over 1,800 
enterprises were in existence. The establishment of corresponding 
organizations was reported in Poland and Bulgaria, although at a 
slower pace. 


te, 


appeared a greater need to remove the 


“way of a greater degree of specialization of 


In fact, under the changed conditions, particularly i 
countries where enterprises were given considerable 
control over their product-mix and were endowed with 
substantial funds to undertake decentralized investment, 
continued organizational fragmentation carried with it 
the danger of increased fragmentation of production. 
It was partly due to a desire to counteract such a danger 
that attempts to liberalize the economic system, similar 
to that undertaken in Czechoslovakia in 1958 and 1965, 
and Hungary in 1963, also involved a thorough reorganiz- 
ation of the industrial structure into larger-scale units. 


But other considerations were apparently not less 
important. The problem of finding an acceptable balance 
between planning by directives and a wider use of econo- 
mic levers and global indicators might be made easier if 
the main decentralized decision-making units were 
multiple plant organizations rather than single-plant 
units. A large unit has the advantage of facilitating par- 
ticipation of enterprises in the planning process, and in 
fact one result of the recent reform has been to bring the 
central planning authorities into more direct contact 
(as opposed to indirect contact via administrative bodies) 
with the production units. It also makes it easier for 
the central authorities to permit horizontal links within 
the economic system as such direct links can more 
readily be kept under surveillance. A more integrated 
system can be guided with relatively fewer directives or 
parameters and the effect of changes in either, on mana- 
gerial behaviour, can be more readily and quickly identi- 
fied. Finally, should the necessity arise, such a system 
can bear changes in central policy that are to the economic 
disadvantage of the particular units more easily than is 
possible with a more fragmented structure. 


Several basic forms of amalgamation of enterprises 
can be distinguished. One represents a complete fusion 
of enterprises, each of which loses the status of a juridical 
unit and becomes an ordinary “plant”.19° However, in 
some cases, such fusions are less complete, the former 
enterprises retaining some rights not provided for in a 
plant. In the Soviet Union, for instance, internal divisions 
of this type or “filials” as they are sometimes called are 
often allowed to retain separate bank accounts, to hire 
or dismiss personnel and supply their customers directly. 
They are also subjected to a type of cost accounting more 
similar to the one applied in enterprises than in plants. 
(This is implemented where the divisions are remotely 
located from their parent enterprise.) 


Another important form of amalgamation is the 
“trust” and similar units, which bring together under 
one management enterprises related horizontally or 
vertically. Each enterprise retains its juridical indepen- 
dence, with separate accounting and financial responsi- 
bilities; but it becomes subordinate to the trust for overall 
planning and direction. The trust has the right to modify 


19° The distinction between an enterprise and a plant is that the 
former are separate contracting and accounting agencies and the 


latter have no right to contract independently, and their accounting 
is of an “ internal ” type. 
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enterprise plans and shift resources between enterprises. 
It isin turn responsible for the fulfilment of the aggregative 
plan for its group, and in most cases has sufficient 


A difficulty which has often arisen in connexion with the 
forms of integration described so far, particularly in the 


> instruments to assure its implementation. 


An example of this type of organization is provided by 
the trusts in Hungary. These trusts generally formulate 
their annual plan targets in consultation with the ministry 
to which they are subordinated as well as to the Planning 
Office, and are responsible for issuing targets and instruc- 


_ tions to their subordinated enterprises in such a way as to 


assure the fulfilment of the plan for the trust as a whole. 


They may-have virtually complete freedom to decide 


what targets to give each individual enterprise. They may 
also determine how the part of the premium fund provided 
for the managements of individual enterprises shall be tied 
to the various plan indicators. They may, if they so wish, 
apply different indicators and set different targets for 
output and input from those they have themselves 


_teceived. Similarly, they are free to set output targets 


which exceed the aggregate target for the trust, asa form of 
insurance; 131 conversely, they can under-allocate both the 
authorized labour force (and/or wage bill) and material 
inputs at the beginning of the year, holding reserves which 
can be thrown in to relieve any shortages appearing at 
vital points later during the year. Normally the trust 
either undertakes the purchasing of the main material 
inputs for its subordinate enterprises or, at least, super- 
vises their contracting for supplies; similarly it disposes of, 


“or supervises the disposal of, key products. Some part of 


its investment is determined centrally (above-limit pro- 
jects) but is also financed by allocations to which little or 
no specification as to the type of investment are attached. 
The trust is responsible for allocating this investment 
among its subordinate enterprises; the latter have no 
autonomy at all in the field of new investment and the 
trust can even redistribute a part of their amortization 
funds. 


Between the two forms described above is the grouping 
of enterprises which are related by the similarity of 
production or technological processes under the “ leader- 
ship ” of one, usually the largest, enterprise. The manage- 
ment of the “leading enterprise” is thereby assigned a 
dual role: that of managing its own unit and of super- 
vising the subordinate enterprises. Parallel to the “ trust ” 
structure, the latter receive their assignments from the 
“leading enterprise ” to which they are responsible for 
the fulfilment of the plan. This type of amalgamation was 
first introduced, on a broad basis, in Czechoslovakia but 
was later adopted in other countries, particularly in the 
Soviet Union.1% 


191 This practice — by ministries, as well as by industrial associa- 
tions and trusts —is widespread throughout the countries under 
review; it is also widely deprecated as tending to intensify strains in 
the economy. 


192 A similar form has been introduced in some branches of Polish 
industry, but it differs from the above in that it accords few manage- 
rial powers to the “ leading enterprise ”. In the Polish scheme an 
organization is established in which one of the member enterprises 
is assigned the role of a “ guardian ” whose function is to organize 
co-operation for the benefit of all associate members. The “ guardian 
enterprise ” has access to the statistical and financial documentation 
of the member enterprises, on which basis it elaborates lines of 


case of the complete fusion of enterprises into a large-scale 
unit, was the unwillingness of the management of the 
“ degraded ” enterprises to accept the change. Under the 
“leader” scheme, the dual role of the management of 
the leading enterprise, as a supervisor of activities of the 
subordinated enterprises and as an interested party in 
relation to the distribution of tasks derived from the 
national economic plan, has also been a source of conflict. 
Another source of friction under this scheme has been the 
fact that the supervisory obligations of management of the 
“ leading enterprise ” were often inadequately matched by 
executive powers. In effect, in many cases, attempts to 
streamline operations involving greater concentration of 
administrative functions have been resisted by the manage- 
ment of the subordinate enterprises, who have resorted to 
the protection afforded by their juridical autonomy. It was 
the appearance of such difficulties in Czechoslovakia 
which have necessitated the conversion of a number of 
such amalgamations into enlarged enterprises of the first 
type, and may have contributed to what appears to be a 
decision to abolish them altogether with the current 
reform. 


A similar, although mostly larger, structure to the trust, 
frequently covering whole branches of industry, is the 
“association ”. While associations have existed for some 
time in a number of countries, they were, as a rule, not 
established as bodies for decentralized decision-making. 
They were conceived rather as an extension of the adminis- 
trative arm of the central authorities, their activity being 
largely limited to the disaggregation of tasks derived from 
the central plan and their transmission to the production 
units. The most recent tendency, however, has been to 
loosen the ties between the central administration and the 
associations and to provide the latter with powers and 
obligations identical to those enjoyed by the modern 
“ trust ”.193 They have greater responsibility for formula- 
ting targets and for the general management of the 


specialization and co-ordination of production. It also provides 
technical and organizational assistance to the co-operating members. 


A somewhat different system, particularly widespread in Hungary, 
consists of designating for certain groups of technologically related 
products, or “ profiles”, a so-called profile manager. The profile 
manager is an enterprise which is the main producer and/or user of 
a given profile and which, at the same time, has the necessary finan- 
cial and organizational resources to carry out this task. The profile 
manager is responsible for the satisfaction of domestic and export 
needs as well as for spare parts and repair services for goods already 
sold, In order to satisfy these needs the profile manager organizes 
and directs activities of technological development, takes care of 
domestic and foreign market research, and follows up the mainten- 
ance and expansion of the necessary capacities and the training of 
qualified manpower, partly through direct measures and partly by 
coming forward with proposals. Other enterprises producing goods 
within the same profile are the so-called profile partners. The responsi- 
bility of the latter is more limited, but they have to provide the profile 
manager with all the necessary information and to accept its co- 
ordinating role. It should be noted, however, that the distinction 
between managers and profile partners is functional and not or- 
ganizational, which means that an enterprise may be the profile 
manager for one profile while assuming the role of profile partner 
in the case of another profile. 


193 The role of the old-style “ trust ”, as for instance in the Soviet 
Union, was similar to those of the old-style association. 


their current outlays from the profits of the enterprises 
under their jurisdiction and use a share of these profits as 
well as a prescribed proportion of depreciation allowances 
for the financing of their investment programme. They are 
charged with the administration of various “funds” such 
as the fund for premia payments, and with the introduc- 
tion of new technology etc. Increasingly, profitability is 
becoming the main criterion of success for the VVBs, and 
the basis for premia for their management.!**~ 

In Poland, the setting up of a new premia system in 
which associations can, with certain qualifications, set the 
premia-releasing and premia-bearing targets for their 


enterprises (see above) reflects a decision undertaken in 


mid-1964 to strengthen the authority of associations at the 
expense of the industrial ministries and to turn the 
associations into the main body of economic management 
in industry.!® As in eastern Germany, associations are 
now provided with considerable financial resources for 


194 The scope of activity and degree of autonomy eventually to 
be assigned to the VVBs is perhaps most sharply indicated by the 
fact that, according to a resolution of the Council of Ministers, 
they are gradually to take over the function of price-determination 
with respect to products turned out by their subordinated enter- 
prises, although such prices will have to be approved or supervised 
by the central authorities. 

195 The change in the role of Ministries and associations is vividly 
indicated in the following statement by Mr. W. Gomulka in his 
speech to the Fourth Party Congress convened in July 1964: “ The 
increase in the role and the rights of associations should consist 
among others in the transfer of certain functions currently carried 
out by ministerial departments. The activity of ministries should 
gradually be freed from direction of enterprises and supervision of 
the work of associations and turned towards improving the elabora- 
es of plans and guiding of production by means of economic 
evers.” 


Sree on business: aes ‘The ‘VVBs ‘cover 


described Resch processes h has been 
existing obstacles to specialization and promot 
tration of production. It is, of course, too early 


Czechoslovakia, where there has been most experience wi 
consolidated units, a combination of other factors tends 
obscure the results. In general it would seem that the effect — 


on specialization has been smaller than expected, at least 
after the initial period, as in many cases significant results — 


could be obtained only by the reconstruction of produc- 
tion facilities which required substantial investment. A 
considerable increase in such investments, in fact, took 
place during the years 1959 to 1961. It was curbed, 
however, in the subsequent years, when a general restric- 
tion of decentralized investment became necessary as a 
result of the large-scale diversion of resources from higher 
priority projects. In Hungary, so far, the results seem to be 
generally satisfactory. Many cases of cost-reduction and 
quality-improvement are reported to have been realized as 
a result of the greater concentration of production, 
reduction in inventories and better utilization of qualified 
personnel, made possible by the reorganization. However, 
some difficulties were also encountered — particularly in 
the organization of supplies. Such difficulties have been 
brought about to a large extent by the lack of unified 
specification systems and a low level of data-processing 
techniques. Also, in some cases, the new enterprises 
appear to be too large for efficient operation or their 
management too remote from the mage plants to be aware 
of their problems in detail. 


196 In addition to the “funds ” mentioned above, these include 
“ wage fund reserves ” which can be used for various production 
assignments. For more detail see the 1963 Survey, Chapter I, p. 14. 


197 See for instance Zycie gospodarcze, No. 46, 1964. 


to what extent this aim is being achieved in practice. | in 
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г five years. Indeed, the overall increase of 
ational product—slightly above 5 per cent—was a 

т than in 1963. But two qualifications are needed. 
t, there were clear signs of a slackening in activity 
| many countries as the year progressed, although in some 
eeded up again at the end of the year. Thus, the 
parison of annual averages is in some respects less 
gnificant than the changing rhythm of growth, which 
was fastest in late 1963 and early 1964. From the end of 
1963 to the end of 1964, the gross national product of the 
‘Tegion probably grew by about 3 per cent. Second, a 
marked divergence between countries became evident. 
_ Оп the one hand, the growth of demand and output in 
Italy and, later, in France was brought to a stop during 
_ 1964 by the policies of stabilization, and there has not yet 
_ been any clear sign of revival. In most other countries, by 
_ contrast, the growth of demand was tending to press on 
the growth of resources. In some, notably western 
Germany, production responded with remarkable re- 
_ silience. In others, and particularly in the United Kingdom, 
_ the rapid pace of expansion in 1963 came to a temporary 
halt, to be resumed only at the end of 1964. 


— Ш general, the prospect is for a slightly lower rate of 
_ expansion in 1965 as a whole than in 1964; but for several 
_ countries—and notably for France, Italy and the United 
_ Kingdom—the tempo of growth must depend heavily on 
policy decisions still to be taken to meet the special 
_ problems confronting these countries. - 


_ The impetus to rising output in 1964 came largely from 

an acceleration of investment demand, following the 

rapid increases in consumption in 1963. Real consump- 

_ tion—both private and public—nearly everywhere took a 
reduced share of rising resources in 1964, and increased 

less than the year before. The construction industries, 

although expanding output fast (discounting their revival 
from the bad winter of 1962/63), were still under heavy 
pressure. Steel output also increased after some years of 
approximate stability. 


1964 opened with widespread apprehension that in- 
fationary pressures — arising in part from the accelerated 
increases in money incomes that began around 1960— 
would become more intense and more widespread. In 
France and Italy they had already led to stabilization 
policies which during 1964 proved effective in relieving 
both cost and demand pressures, and, in Italy, in relieving 
the strain on the balance of payments. But even in France 
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ge of growth rates established during the - 


in some countries, including western Germany and the © 
United Kingdom, wage-pressures are mounting. _ 


Employment resumed its growth, or remained stable, _ 


after two years of a slackening rate of increase in the 
economies which were still expanding. But vigorous 
economic expansion, where it occurred—as in western 
Germany— originated mainly in rising productivity. In 
Italy, where employment in industry and construction 
fell during 1964, the adaptation of the labour market to 
the downturn in economic activity took the form less of 
a rise in open unemployment than of a reduced outflow 
from agriculture, shorter hours, and an increased absorp- 
tion into the service trades and into self-employment. 


The foreign trade of western European countries— 
both among themselves and with the rest of the world— 
was expanding fast in the first half of 1964, but, like 
production, slowed down somewhat in the second half. 
The rapid increase in the value of imports from the rest 
of the world in the early part of the year, continuing the 
expansion in 1963, resulted in large part from a general 
restocking movement and from the higher level of primary 
commodity prices—two temporary factors, not entirely 
independent of each other. With a slower growth of 
output, the volume, and even more the value, of western 
Europe’s imports from the rest of the world is likely to 
grow more slowly in 1965. Exports to the rest of the world, 
on the other hand, are likely to be better maintained. 
Thus, the deterioration on western Europe’s current 
account, which moved into deficit in 1964 for the first 
time for some years, is likely to be reversed. Since an 
improvement in the United States current balance is also 
expected, it follows that the current deficits of the primary- 
producing countries, including the developing countries, 
will increase. This raises problems not only of increasing 
the capital flows from the industrial regions but also of 
improving the prospects for the export incomes of the 
developing countries. 

Within western Europe, the equilibrium of the Italian 
balance of payments was largely re-established in the 
course of 1964. The major new disturbance was 


Г stained economic growth in the United 
with the recurring weakness of the balance of 

payments is one of the three biggest problems of economic 
policy within western Europe. For the short term, it 
appears that the urgent need for a correction of the 
external deficit will force restraint on domestic demand, 
and thus on imports, even at the cost of reducing the 
growth rate. But the more important problem for British 
policy is to find ways of increasing permanently the 
propensity to export, on which the prospect for faster 
growth depends. The other two big policy problems are 


of policy exhibit the difficulties of balancing short-term у 


with long-term aims. a te. 
In varying degrees, most countries of western Europe 
share some of these difficulties. In general, short-term eco- 


nomic policies in 1964 have been directed towards restraint 


on the growth of demand — in no case (except France and 
Italy) very severe — with the primary object of containing 
the fairly universal pressures of inflation within the frame- 
work of continued economic growth. For the most part, 
these general lines of policy, whether budgetary or mone- 
tary, are likely to continue throughout most of 1965. 


1. OUTPUT AND DEMAND 


The trend of output 


After the rapid growth of output throughout western 
Europe in 1963, most of 1964 was, for many industrial 
countries, a period of hesitation. Up to the first quarter 
of 1964 production maintained the momentum of 1963. 
But thereafter, until the autumn, the upward trend was 
nearly everywhere checked, except in western Germany, 
although only in Italy was it clearly reversed. This was 
perhaps the first widespread check-to the continuous 
expansion of output in western Europe as a whole since 
1958, but as a general phenomenon it proved short-lived.t 
At the end of 1964 output began once more to rise, 
although there is no firm evidence of renewed expansion 
in Italy and the indicators for France are pointing down- 
wards. Projections for 1965—-many of them formulated 
some months ago—suggest renewed expansion during 
this year, but present policies, especially in the EEC 
countries, have been designed to keep the level of demand 
under control. 


The changing rhythm of output during the year is 
best observed in the indices of industrial production 
(see Table 1 and Chart 1). For western Europe as a 
whole, industrial production increased during the course 
of 1964 (between the fourth quarters of 1963 and 1964) 
by almost 4 per cent, against 7 per cent during 1963. 
Only in western Germany and the Netherlands did the 
rate of increase of production during 1964 exceed that of 
a year before. 


This slowing down is not apparent in the statistics of 
gross national product; few countries publish data more 
often than annually. However, the slowing down in the 
course of 1964 is confirmed by a certain stability in retail 
sales and, for several countries, in exports. 


* Quarterly indices of industrial production for OECD Europe as 
a whole, seasonally adjusted, show an almost unbroken expansion 
from the beginning of 1959 to the first quarter of 1964, although 
expansion was temporarily checked at different times in individual 
countries. In particular, there was a long period of stagnation in the 
United Kingdom from early 1960 until the end of 1963, and short 
periods of hesitation in other countries (for example, western 
Germany in 1961, and Italy in 1962). See the seasonally-adjusted 
indices of industrial production compiled by the OECD, Statistical 
Bulletins — General Statistics. 


On the record for the year as a whole, for gross national 
product as for industrial production, 1964 appears as a 
year of relatively rapid expansion, largely because of the 
fast growth during the second half of 1963 and the very 
early months of 1964—-accentuated by the recovery, 
especially in construction, from the rigorous winter of 
1962/63. The increase in agricultural output, too, com- 
pared favourably with that of 1963, and the service 
sectors generally show a smoother evolution than that of 
industry. Thus, for western Europe as a whole, gross 
national product in 1964 was up by about 5 per cent in 
volume, against a 4 per cent rise in 1963 and in 1962. 
But the increase in gross national product during the 
course of 1964 was probably not much more than 3 per 
cent; it had been between 4 and 5 per cent during each 
of the two previous years.” 


The continued high rate of expansion sustained by 
some of the smaller countries, where growth in the 
nineteen-fifties had tended to lag behind the western 
European average, is particularly notable. Thus, the rise 
in national product in 1964 exceeded the average rate of 
the nineteen-fifties in Denmark, Norway and Sweden— 
in the latter two countries for at least the second year 
running, but in Denmark after an enforced slowdown 
in 1963. Among other industrial countries whose longer- 
term aim is to raise the rate of growth, Belgium has now 
maintained for a.succession of three years an annual rise 
of output at or above the 4 per cent objective. In Ireland, 
too, the more favourable trend of recent years was 
continued and conformed to the target established 
for the second programme of economic expansion. In 
Austria, which enjoyed a high rate of growth in the 
nineteen-fifties, expansion in 1964 was markedly faster 
than in the previous year. 

The reasons for the check to expansion during 1964 
vary from country to country. They mark somewhat 
different responses to the circumstances of the long period 
of sustained growth which began in 1959—except, 
among the larger countries, in the United Kingdom. The 


the last month or quarter) to the end of 1964; “ in 1964 ” is used for 
the change between the full year 1963 and the full year 1964. 
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TABLE | 
Industrial production in certain western European countries, 1962 to 1964 


Country and group 1962 1963 19644 ss м 11195 вме м IV 1562 
Il Ill IV I Il Ill IV 1962 1963 IV 1962 IV 1963 

Seasonally adjusted 1958 == 100 Percentage change 

EEC Ree oe A 134 14% 150 TSS 44 ae 1505 151149 53 5:0 565 6.5 5.0 
Вим ое ь 123 130 140 123 1520 13 135 138 141 138 142 бо 78} 8.1 4.9 
Васе г. 1237 129’ 138 ев Sit 136 139 14 135 138 4.9 6.6 7.8 1.9 
Western Germany . . | 131 136 147 ПВ о sie Е 145 146 147 151 4.0 8.3 4.9 Я 
не кт, 156 169 170 162. 116911172 174 175) 170 166 169 hss Е 90 —3.3 
Netherlands 1335 139 150 92 142 За 15] 146 148 142 163 4.5 7.9 6.9 8.1 

EFTA (excluding 
Finland) EER Ege 122 131 ОЕ 231126 130 1301 134 3.5) 100) 8.0 55 
ЕЕ а ets Go в i250 Пе И 1 129% 1321135 13914]... 141 143 4.2 117.4 7.8 5.9 
Могу... 125133143 ТЗ 137 1398144 45 Ба 18 6.6 6.5 
Portugal оне: 131 136. 147 124. №2926. 132 3342 3.8 8.7 10.0 8.3 
Sweden Este befor: 1266 129" «138 (2428S 128s e131 134 13511138 138 28 6.5 Se 59 
United Kingdom LS 119" 127 See LS) 1 126 126 126 129 8 110) fs 5.2 
Finland te. sow se. 145 150 160 143¢ 150 150 156 159 158 166 167 4.5 6.6 6.9 6.0 

Seasonally unadjusted Percentage change from corresponding period of previous year 

Е ae aes eee 4.7 7.4 10.6 4.7 Sie ТГ LOS 11.15-12.22 10.6556 

О ое Fe hs 5 6.1 9.6 4.4 3.3 10.3 7.9 Tt 12 9.9 6.4 

со Be ee ый 9.5 О 4.5 8.9 6.5 8.5 116 12.0 112 8.0 

Уно а... 6.8 15.5. 16.0 ИО По О ОЙ eee LOST ее 15 


Sources : OECD, Statistical Bulletins — General Statistics ; ECE, Statistical Indicators of Short-term Eccnomic Changes т ECE Countries; and national statistics. 
@ Available number of months: 11 months — Portugal and Spain. 
© Latest available 3 months and corresponding period of 1963. 
с Important strikes. 


expansion of the nineteen-sixties has been marked in 
several countries by an acceleration of the rates of increase 
of money incomes, associated with an increasing scarcity 
of labour — for it was not until then that several important 
western European industrial countries reached a state of 
full employment. It will be seen from Table 2 that this 
acceleration in wages and salaries was most marked in 
the countries where the general level of unemployment 
was much lower than in the middle and late nineteen- 
fifties (notably in western Germany and Italy). There was 
no significant acceleration where unemployment had 
already reached low levels in 1953-1959 (notably in the 
Uni:ed Kingdom and Norway). 


Thus, the pressure of cost inflation, which was only 
intermittent in the countries enjoying fast growth during 
the nineteen-fifties, became almost universal in the 
nineteen-sixties. (Recent developments of costs and prices 
are described in some detail in section 2.) Meanwhile, 
the reductions of tariffs and trade barriers, particularly 
within the EEC and EFTA groups, has potentially 
exposed the balance of payments of the economies most 
subject to rising costs. 

These tensions have had a two-fold effect which came to 
a head in 1963 or 1964. Where the increase in incomes 
was more or less absorbed by rising productivity, 
competitive positions were improved, but the pressure 
of rising demand led to a certain strain on productive 
capacity and manpower resources. This was true of 


western Germany. But in other countries increasing costs 
were not absorbed, prices rose and inflationary pressures 
led to a rapid expansion of imports, a flattening out of 
exports, and to consequent balance-of-payments problems. 
This was true of Italy. It was also true of France and, to a 
lesser extent, of Belgium although in these two countries 
balance-of-payments problems have not been conspicuous. 
It was true with qualifications of the United Kingdom. 


The industrial countries at the end of 1964 


The industrial countries may therefore be roughly 
classified into two groups. In the first group are those 
where further expansion is now held back by demand— 
restrained by policy—rather than by lack of capacity or 
manpower. Па/у most clearly falls into this group. The 
very rapid expansion of imports in 1962 and 1963, and 
the rapid rise in prices, forced corrective action, which 
was not taken until September 1963. The measures 
adopted most directly affected imports and investment. 
The effect on investment was largely responsible for a 
reversal of the increase in industrial output at the begin- 
ning of 1964; output fell sharply until the autumn, when 
industrial production was 5 per cent below its peak at the 
beginning of the year. Unemployment, both recorded and 
unrecorded, increased. (The consequences of this increase 
are examined in section 3.) The balance of trade was 
corrected: by the third quarter imports were 20 per cent 
less in value than their peak in the fourth quarter of 1963, 
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TABLE 2. 


Unemployment, earnings and output per worker in certain western European countries, 1953-1958 and 1959-1964 


Unemployment 
Country ala 
1953-1958 1959-1964 
а ОН . 138 79 
Finland Tete oa ae Seep aH 33 
Rrance ys нее. 134 3 
Western Germany. .... 919 224 
lid hare See ВИЗ 64 51 
а о SAE ae 15654 721 
О РО fakes c= es. 56 38 
INOIWAVeU 3! cha eae 15 17 
SWedenet 2h. ener. 33f 25 
inrtedikinsdom 2-9. =". 350 468 


Sources : OECD, Statistical Bulletins — General Statistics ; United Nations, 


_ - Monthly Bulletin of Statistics ; and national statistics. 


Norte. — The earnings and output figures relate as far as possible to the mining, 
manufacturing, gas and electricity sectors. In some countries the series cover only 
part of these sectors, but the main part of manufacturing is covered in all cases. 
The data for 1964 are estimated on the basis of those shown in Table 10. 


and back near their level in 1962; the expansion of exports 
markedly accelerated. The result, however, has been a 
serious loss of industrial confidence, and _ policies 
(described in section 5) are now somewhat cautiously 
directed towards a resumed, but more balanced, expan- 
sion. Industrial production, indeed, stopped falling in the 
fourth quarter, but official forecasts suggest, at best, a 
slow rate of expansion in output during 1965. 


In France, too, it is the restraints imposed on demand, 
following the rapid rise in prices as well as in imports in 
1963, that are now limiting the growth of output (except 
in construction, where capacity is still strained), and the 
labour market has become easier. The growth of domestic 
demand was stabilized during the first half of 1964. All 
the indications are that, during the latter part of the year, 
stability turned into an actual decline. Industrial output 
fell slowly but continuously from September to December 
1964, when it was hardly greater than in December 1963. 
Unemployment rose; hours worked and unfilled vacancies 
declined. Business expectations, as recorded in business 
tests in January 1965, were extremely depressed.* So far, 
the forecasts of a 314 per cent rise in gross national 
product in 1965, made in the early autumn, have not been 
officially revised. But such a forecast implies a rise of 


3 INSEE, Etudes et Conjoncture, Supplément No. 2, 1965. 


4The forecasts (reproduced in Table 3) are taken from EEC, 
The Economic Situation of the Community, December 1964. They 
appear broadly consistent with those given in Comptes Prévisionnels 
de Гаппёе 1964 et principales hypothéses économiques pour 1965, 
drawn up in the autumn of 1964 and are largely confirmed by 
revised estimates made in February 1965. The former publication, 
based on the Standardized System of National Accounts, indicates 
a rise of 314 per cent in GNP in 1965; this seems roughly consistent 
with the rise of 4.3 per cent, following the French national account- 
ing conventions, shown in the latter publication. (The Standardized 
System includes in GNP a wider range of government services — 
expected to increase less than other components — than the official 


French system.) 


Hourly earnings Output per worker 
(annual average percentage change) 


1959 1964 1959 1964 
1953 1959 1953 1959 
5.3 а 8.5 а 5.1 4.6 
5.86 7.65 5.6 5.9 
9.0 с 8.2 с 7.2 5.4 
6.5 965 9.3.46 6.3 7.1 
4.2 8.3 2.5 4.4 
4.6 10.7 5.64 5.6 
Tle? 9.4 de 4.1 4.9 
6.15 6.36 55 4.9 
5.8 7.6 4.2 Эт 
6.05 6.065 Sas 3.2 


@ Including construction (Austria — Viennese region). 
b Male workers. 

¢ Including construction, transport and distribution. 
а Data beginning 1954. 

€ Hourly wage-rates. 

F 1956-1958, 


6 or 7 per cent in output between the beginning and end 
of 1965, and the conditions for the necessary revival of 
demand—from either business or consumers—do not 
appear to exist. The implications for the maintenance of 
the Government’s stabilization policies are becoming 
increasingly appreciated. 


The slowing down of expansion in Belgium during 1964 
also appears to have resulted from the stabilization 
measures, which were aimed particularly at checking the 
rise in prices, and were accentuated by a weakening of 
external demand. The limits of capacity do not appear to 
have been reached, although shortage of manpower was 
marked throughout the year. The incidence of the stabiliz- 
ation measures may be eased in 1965, but a slower rate 
of expansion in demand than last year is foreseen.® 


The second, and majority, group of countries consists 
of those where the pressure of demand on capacity and 
labour has significantly increased, and where the extent 
of expansion this year is limited by supply possibilities. 
This seems to be the position in western Germany. 
Notwithstanding the intensive pressure on the labour 
market, productivity proved remarkably elastic and 
industrial output rose continuously throughout 1964—an 
8 per cent increase, whether reckoned year on year or from 
the end of 1963 to the end of 1964. But by the end of 
1964 the rate of capacity utilization had reached its 
highest point for several years.® This steady rise in indus- 
trial output occurred despite a flattening out of exports 


5 The Central Council for the Economy reported in February 1965 
that the imbalance between supply and demand is gradually dis- 
appearing in Belgium. The council concluded that the Government 
is likely to decide on a selective easing of the restrictive measures 
when it re-examines the economic situation in March. (Agence 
Economique et Financiére, 18 February 1965.) 

в The quarterly inquiries of IFO indicate that, by October 1964, 
it had reached the 1960 level (IFO, Schnelldienst, 20 November 
1964). 
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whole, against 614 per cent in 1964. It seems possible, 


ae 
= * 


after the first quarter (for which declining trade with 
France and Italy was largely responsible). In 1965 a 
certain reduction in the tempo of growth is forecast — to 
5 per cent in gross national product for the year as a 


however, that the potentialities of the economy, and the 
momentum of the present expansion, may allow this 
estimate to be exceeded. 


In the Netherlands, too, production has shown a 
remarkable response to the increasing pressure of demand, 
which derives not only from consumers —stimulated by the 
“wage explosion ” of the last two years—but also from 


_ increasing private investment. The expansion of industrial 
production was hesitant in the first part of 1964 (and slow 


in the summer because of longer holidays), but was 


resumed vigorously at the end of the year. Exports rose 


sharply throughout 1964—their total value in the year 
rose by 17 per cent, twice as much as in the year before. 


4 Because of the strains on the labour market and the 
_pressure on prices of rising wages, policies have been 


directed, although only gently, towards restraint of 
demand, and the official projections for 1965 indicate 
only a small further expansion. The projection of no 
more than a 2 per cent increase in real gross national 
product in the year 1965 as a whole seems to imply at 
best no further increase over current levels, especially 
for consumption, although an important tax reduction 
(postponed from last year) is promised for the middle of 
1965. This projection seems likely to be exceeded, unless 
prices continue to rise fairly fast, or unless much stronger 
restraints on domestic demand are imposed. 


In the same group of countries are found, too, Austria, 
Denmark, Finland, Norway, Sweden and Switzerland. 
In the Scandinavian countries, the exceptionally strong 
demand for forest products has put heavy pressure on 
capacity. In all these countries output increased in 1964 
more rapidly than in either of the two previous years. 
Indeed, the Norwegian economy in 1964 recorded one of 
its highest rates of growth since 1950. In most countries 
in this group for which projections for 1965 have been 
made (see Table 3) a distinctly lower rate of expansion is 
foreseen. In Switzerland, restraining measures already 
taken have begun to curb demand — although at the 
same time the efforts to reduce the inflow of foreign 
workers have restricted supply. 


The United Kingdom does not fall easily into either 
group of countries. The rate of expansion of industrial 
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output was certainly retarded, from the first quarter of 
1964, after a year of very rapid advance. In the engineering 
industries and in construction, the main reasons seem to 
have been that output was temporarily limited by shortage 
of labour, since the level of unfilled orders, both for home 
and export, was high and still rising. The consumer- 
goods industries, however, were held back rather by 
the slow increase in real demand. At the end of 1964 the 
growth of output was resumed in most industries. The 
present position, in early 1965, seems to be that rates of 
capacity utilization are very high, but that industrial 
managements are confident that output could still be 
increased substantially.? Current trends in demand, 
assuming no further change in government policies, are 
expected to lead to an increase of about 314 per cent in 
gross national product during 1965 (the same rate as 
during 1964).8 Such an increase is roughly in accordance 
with the estimated trend of the growth potential of the 
economy.® But the still unfavourable prospects for the 
balance of payments may well dictate policy restraints on 
the growth of demand. 


Southern Europe 


In southern Europe rates of growth varied. In Spain 
output rose by about 6 per cent —an increase rather 
smaller than in 1963, but still typical of recent years— 
and in Greece by about 8-9 per cent, for the second year 


7 According to the February 1965 Inquiry of the Federation of 
British Industries, the proportion of firms working below capacity 
has fallen since June 1964 from 42 to 38 per cent, a level slightly 
lower than in 1960. Although both labour and plant capacity were 
of greater relevance (than in 1960) as a factor impeding output, 
nearly half of the firms still blamed orders or sales, as they did in 
November 1964 — а far greater proportion than in the previous 
boom. The supply of labour was a particularly important limiting 
factor in mechanical and electrical engineering, and in both these 
industries the shortage of materials and components was assuming 
greater significance. 


The inquiries of the National Institute of Economic and Social 
Research found that the rate of capacity utilization in the engineering 
industries had risen from 82 per cent at end-1963 to 87 per cent at the 
beginning of 1965 — the highest rate in the past five years. Labour 
shortage was regarded as much the most serious impediment to 
higher output, although demand was shrinking for intermediate 
and light engineering products. Yet engineering firms believe a 
further increase in output of 4-5 per cent to be possible without any 
increase in employment. 


8 National Institute Economic Review, February 1965. 


9 In the sense of the trend rate of growth of productivity plus the 
expected increase in the labour force. 
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Notes to Table 3 


Sources : 1961 to 1963: Information supplied to the United Nations Statistical 
Office for inclusion in the Yearbook of National Accounts Statistics. The following 
sources were also used: Belgium — Bulletin de Statistique, Jane 1964; Denmark 
— Qkonomisk Grsoversigt 1964; Finland — Economic Survey 1964; France = 
Rapport sur les comptes de la Nation de l'année 1963; Western Germany —- Wirt- 
schaft und Statistik, No. 1, January 1965; Norway — Okonomisk Utsyn over aret 
1964; Sweden — Revised National Budget, 1964; United Kingdom — National 
Income and Expenditure, 1964. ; 
Estimates and preliminary results for 1964 and forecasts for 1965 from: Austria — 
Monatsberichte des Oesterreichischen Institutes fiir Wirtschaftsforschung, December 
1964; Belgium — Le budget économique de 1965 in Banque Nationale de Belgique, 
Bulletin d’Information et de Documentation, November 1964; Denmark — Окопо- 
misk Grsoversigt 1964; Finland — Economic Survey 1964 and Bank of Finland, 
Monthly Bulletin, October 1964; France — EEC, The Economic Situation in the 
Community, December 1964; Western Germany — Wirtschaft und Statistik, January 
1965, and EEC, op. cit.; Ireland — Economic Surveys by the OECD: Ireland, Pacis 
1965; Italy — Relazione previsionale e programmatica per Panno 1965, and EEC, 
op. cit.; Netherlands — Centraal Planbureau: Macro-economische verkenning van 
1964 en 1965; Norway — Om nasjonalbudsjettet 1965, St. meld. nr. 1 (1964-1965) 


and Okonomisk Utsyn over dret 1964; Sweden — Prelimindr Nationalbudget for dr 
1965; Switzerland — Economic Surveys by the OECD; Switzerland, Paris 1965; 
United Kingdom — National Institute Economic Review, February 1965. 


Norte. — Estimates for 1964 and forecasts for 1965 have been rounded to the 
nearest half-point. Letters after the years 1964 and 1965 indicate date of publication 
of estimates and forecasts: S = September 1964; N = November 1964; D = De- 
cember 1964; J = January 1965; F = February 1965. 

@ At market prices. 

о Gross-gross concept. 

С New construction only. 

@ Including ships. Data excluding ships are as follows: 


of which: 
Gross fixed investment Machinery and equipment 
1962, мае 6.0 6.7 
р clea, oe Oe die 5.3 5.2 
Доб ос. 5.9 7.6 
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_ Because of the dry summer agricultural output increased 
in 1964 only in Greece; the harvest was poor in Spain and 
Portugal. In all countries of the region except Greece, 
cereal production fell considerably, and the increase in 
__ Greece occurred partly because the area sown was enlarged 
at the expense of cotton. Olive-oil production, especially 
important in Greece and Spain, fell steeply in accordance 
with its normal two-year cycle, and cotton output also 
fell in Spain and in Greece, although it did better in 
Turkey. However, yields of some industrial and export 
crops fared better. Tobacco output in Greece almost 
reached the high figures of 1963, and in Turkey this crop 
continued in 1964 its tremendous growth of the previous 
year. Output of high-priced crops, such as-citrus fruit, 
sugar-beet and wine, generally increased, and 1964 was 
everywhere a good year for wine. Livestock production, 
by contrast, was universally affected by the drought. 


Industrial production in 1964 showed on the whole 
significant increases—as big as in the year before and in 
Greece bigger. Energy production took an important 
share in these increases, but building and construction 
also played an important part. Metal-making and metal- 
using industries also advanced considerably in all coun- 
tries. However, advances were made all along the line, 
resulting in total increases of industrial production of 
between 7 and 12 per cent. 


Tourist business rose substantially both in Spain and 
Portugal. In Spain, net receipts from tourism increased 
by 36 per cent and the number of tourists by approximately 
30 per cent. Tourist arrivals in Portugal almost doubled 
in 1964, reaching one million, although their expenditure 
may not have risen so fast. The figures for Greece show 
a slight decline both in the number of tourist arrivals 
and in the corresponding receipts. Tourism in Turkey is 
not believed to have expanded significantly, and it 
declined in Cyprus. 


Output of major sectors in the industrial countries 


Amongst the major industrial groups, only the chemi- 
cals industry increased output steadily during 1964 (see 
Chart 1), and, as usual, showed the largest increase in the 
year as a whole. The other manufacturing groups all 
reflected the slowing down after the early months of 1964. 
The expansion was particularly weak in the two main 
consumer-goods groups—food, beverages and tobacco, 
and textiles; indeed, in the second half of 1964, textile 
output in France fell steeply. The rather modest growth 
of output of metal products, although investment activity 
was increasing in most countries, is partly the result of 
the stable level of output during most of the year in the 
United Kingdom and of the fall in demand in Italy. 
Motor-car output rose in 1964 in western Germany (10 
per cent) and the United Kingdom (14 per cent), but in 


the level of output in western Europe 


1963 everywhere except in Italy, after fou 


as a whole 
most individual countries had varied very little. 


ECSC countries output rose 13 per cent in 1964 and in the | 
United Kingdom 14 per cent. Rates of capacity — 
utilization reached 90 per cent by the end of 1964 both © 


in the ECSC countries and in the United Kingdom— 


although rather less for flat products, where major о 


extensions of capacity have come into operation. As 
pointed out in last year’s SURVEY, consumption had in 
fact been rising throughout the nineteen-sixties but 
depletion of stocks, and a falling export surplus, kept 


production Jevel. Output revived in 1963 and 1964 in 


part because consumers began to replenish stocks, but 


this stimulus may have run its course by the end of 1964, _ 


when the rate of ordering became slower. A slower rate 
of expansion must be expected in 1965, but higher 
output in 1964 undoubtedly improved the profitability 
of the industry.!° 


Construction has been nearly everywhere under heavy 
strain to meet investment and housing demand. The rise 
in output in 1964 was between 10 and 15 per cent in most 
countries (except in Italy), with corresponding increases 
in building materials. (It is true that a large part of this 
exceptional increase must be attributed to recovery from 
the bad winter of 1962/63.) However, the pressure eased 
somewhat during the year, notably in western Germany. 
In Italy the general slackening of demand resulting from 
the stabilization measures hit the construction industry 
severely; employment has fallen during the past year by 
more than one-third. 


Agriculture 


The volume of agricultural output in industrial western 
Europe was higher than in 1963, although it probably did 
not exceed the 1962 level. Yields of most crops, and 
especially of wheat, were well above those of the previous 
year, but the expansion of livestock produce was hampered 
by the dry summer. With the two major exceptions of 
Finland and Ireland, output of livestock in virtually all 
countries was at or below the previous year’s level. 
Total agricultural output in most countries would appear 
to have been about 2-3 per cent higher than in 1963, 
although there were larger increases in France, the 
Netherlands, and Italy. In France the rise in gross output 
was about 4 per cent, against a fall of similar size in the 
previous year; this was due above all to the one-third 
increase in output of wheat, which returned almost to 


о Все and profitability in the ECSC countries also benefited 
from the tariff increases authorized by the High Authority in 
February 1964. 


п Probably the largest increase was that in the Netherlands — 
over 25 per cent in 1964 and still 13 per cent between the last three 
quarters of 1963 and 1964 (to take a period of comparison which is 
not affected by the bad winter of 1962/63). 


уфа a a ara 


the 1962 1еуе].1? Although target prices were unchanged 
in 1964, the area sown by the end of the year—influenced 
_ no doubt by the prospect of a unified EEC cereals market 
,—was nearly 15 per cent higher than at the end of 1963 
Е and 25 per cent above the 1960-1963 average.19 Similarly, 
_ the 14 per cent increase in production of soft wheat in 
_ Italy and higher output of some other cereals, such as 
_ maize, contributed to a rise of nearly 4 per cent in 
_ agricultural output in that country and led to a fall in 
imports from the exceptionally high level of the previous 
year (as well as to higher exports). 


Agriculture in the EEC — the new price alignment 


The EEC Council’s decision of 14 January 1962, which 
instituted the variable levy system governing trade in 
cereals, pork, poultry, and eggs, provided a formal 
organization for the marketing of these products, but its 
impact on production and trade remained very limited in 
-the absence of an agreement on the crucial issue of price 
alignment. The significance of the decision on grain 
prices taken on 15 December 1964 can, therefore, scarcely 
be overestimated. Without going so far as Professor 
Hallstein, who compared the Council’s recent decision 
with Sir Robert Peel’s repeal of the Corn Laws in 1846, 
it cannot be denied that the agreement on future grain 
prices is of fundamental importance to farming, since 
cereal prices largely determine the overall agricultural 
price level. More important, perhaps, common farm 
prices virtually commit the Six to fixed exchange rates, 
if not to a common monetary and fiscal system. 


The agreement on uniform prices for cereals, to come 
into force on 1 July 1967, follows closely the Commission’s 
proposals submitted a year earlier except that, upon 
Italian insistence, the target prices for coarse grains have 
been established at a slightly lower level.14 As a further 
concession to the Italian livestock industry, the Govern- 
ment is authorized to reduce the levy on maritime imports 
of barley and maize from third countries by DM 30 per 
ton until the end of the 1971/72 harvesting year. While 
this reduction is supposed to offset the higher handling 
charges of Italian ports, an additional reduction of the 
levy on imports, whether by land or by sea, of DM 12.50 
per ton for 1967/68 and of DM 10.00 for the two subse- 
quent years, has also been authorized. In both cases there 
is to be a subsidy of an equal amount in respect of imports 


12 The considerably higher wheat supplies contributed to the faster 
rate of stock accumulation in 1964 and to a resumed export surplus. 
France has been negotiating an agreement for the export of up to 
one million tons of wheat to mainland China, at prices reported to 
be below the world market level. Half of the export subsidy involved 
would be paid by the EEC Agricultural Guidance and Guarantee 
Fund, in accordance with the interim arrangements governing the 
Community’s trade in cereals. The exportable surplus of French 
wheat from the 1964 crop is estimated at 3.5 million tons, of which 
only 1.6 million tons has so far been committed. (Cf. The Economist, 
5 December 1964 and Journal Officiel des Communautés Européennes, 
28 January 1965, p. 129.) 

13 Te Monde, 27-28 December 1964. 

14 Тре Commission had proposed the following basic target 
prices (DM per ton): hard wheat 500; soft wheat 425; barley 370; 
maize 375 and rye 375. For barley, the price agreed upon is now 
365 and that for maize 362.50. Present Italian prices for coarse 
grains are the lowest among the member countries of EEC. 


Chapter Ш — Page 9 


from member countries (since there will no longer be 
intra-Community levies). 


Subsidies (equivalent to deficiency payments) are also 
to be granted (by the Agricultural Guidance and Guaran- 
tee Fund) to the producers of hard wheat in southern 
Italy, corresponding to the difference between the basic 
target price of hard wheat of DM 500 per ton and the 
guaranteed minimum of DM 580. The annual cost to 
the Fund is estimated at DM 170 million and is of roughly 


the same order of magnitude as the concession on coarse 
2та11$.15 


With the coming into force of the uniform cereal 
prices, a unified market for pig-meat, poultry and eggs 
will also be achieved. National markets for these products 
have so far been characterized by a variable import levy 
system which compensates for feed grain price differen- 
tials inside and outside the Community, supplemented by 
fixed margins of protection applied to imports of processed 
products from third countries (which originally were to 
be progressively reduced in’ intra-Community trade). 
From 1 July 1967 this element of protection for intra- 
Community trade will disappear automatically with the 
establishment of uniform cereal prices. In keeping with 
the Council’s decision of 15 December, the second element, 
consisting of a fixed amount originally scheduled to be 
reduced by two-fifteenths each year, will also be eliminated 
and this applies equally to the sluice-gate prices on intra- 
Community trade in pig-meat. 


Upon entry into force of the Community-wide cereal 
prices, the Agricultural Guidance and Guarantee Fund 
will take over all domestic market interventions, and 
refunds on exports to third countries, for cereals, pig- 
meat, poultry and eggs. Including similar expenditures for 
dairy products, beef and veal, rice and olive oil, outlays 
to be borne by the Fund in the first year of the common 
agricultural market have been estimated at DM 2 Шоп." 
To this amount would have to be added some DM 666 
million representing outlays for structural reforms which, 
by statute, are to be equal to one-third of the sums 
allocated to market interventions and export refunds. 
In addition, during the three years 1967/68-1969/70, 
farmers in western Germany, Italy and Luxembourg 
are to receive a total of DM 1.7 billion (of which western 
Germany will receive about two-thirds) by way of 
compensation for losses sustained as a result of the 
price alignment for cereals. Since the cost of this com- 
pensation is to be borne directly by the Agricultural 
Guidance and Guarantee Fund, which will have to raise 
the necessary finance by contributions from member 
states in accordance with the scale laid down for the 
Community’s budget,’ the net result of these compensa- 
tion arrangements will be to transfer about DM 725 
million from the three countries where prices are currently 
below the ultimate Community level (France, Belgium, 
and the Netherlands) to farmers in the other three member 
countries. 


15 Cf, “Les accords du 15 décembre 1964,” Revue du Marché 
Commun, January 1965. 


16 Ibid. 

17 France, western Germany and Italy each have to pay 28 per 
cent of the Community budget, Belgium and the Netherlands 7.9 per 
cent and Luxembourg 0.2 per cent. 
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On 24 February 1965, the Council agreed to narrow 
the price range for mi/k during the coming farm year. As 
a concession to Belgian small-holders, however, prices 
may be set between DM 33 and DM 41.2 per 100 kg of 
milk (3.7 per cent fat content) as against DM 31.8 and 
42.0 in 1963/64. The new maximum will thus still enable 
Belgium to raise its milk price—to the high and hitherto 
quite exceptional Italian level. A year ago, Belgian milk 
prices at the farm gate did not exceed DM 35 per quintal, 
but they have since risen to DM 37, and the Belgian 
Minister of Agriculture has advocated a price of DM 40-41. 
Such a development, leading to a further deterioration 
of the beef-milk price ratio, seems contrary to the interests 
of the Six, in view of the existing shortages of beef and 
surpluses of dairy products. 

The decisions on fruits and vegetables, also taken on 
24 February 1965, represent a further departure from 
the previously liberal market organization governing 
horticulture. This was characterized by the progressive 
extension of the free movement of standardized and 
graded products within the Community and the establish- 
ment of common external tariffs towards third countries. 
Since ad valorem import duties no longer provide sufficient 
protection to Italian fruit growers, whose production 
costs have risen steeply during the past years, it was 
decided to extend the variable import levy system to 
fruits and vegetables. Henceforth, tariffs on imports of 
fruits and vegetables from third countries will be supple- 
mented by compensatory levies whenever import prices 
fall below the Community’s floor (reference) prices, 
which are the arithmetic means of member countries’ 
producers’ prices. 

Before July 1965 the Council must also decide on ar- 
rangements for the Agricultural Guidance and Guarantee 
Fund for the coming two years, pending payment of the 
totality of import levies into the Fund as from the moment 
of price alignment.?® As a concession to Italy, however, 
it has already been agreed, within the context of the 
December settlement, that Italy’s contribution to the 
Fund in 1965/66 and 1966/67 shall not exceed respectively 
18 and 22 per cent of the total, regardless of its share in 
net Community imports, which is one of the present 
criteria of assessment. 


Demand patterns 


In 1963 consumption was generally the most expan- 
sionary demand force in the industrial countries, sup- 
ported by exports (the expansion in exports was itself in 
part the result of rising consumption within western 
Europe); fixed investment was relatively weak. Later in 
1963 and into 1964 the accelerating overall growth rate 
stimulated, as is normal, a sharper expansion in private 
investment and in stock accumulation. So the expansion 
in 1964 was led, on balance, by investment. 

In nearly all the countries shown in Table 31 fixed 
investment increased faster than gross national product; 

18 For the principles of financing agreed for the Fund in the first 
three years of its operation see the Survey for 1961, Part 1, Chapter I, 
рр. 40-41. 


” Absence of quarterly or monthly data for most countries 
makes it necessary, for the most part, to confine this analysis, based 
on provisional estimates of the volume of output and expenditure, 


the only exceptions are Italy (where the restrictive 
measures had their main influence in investment), and 
Norway (where investment in shipping was abnormally 
low in 1964). The ratio of exports of goods and services 
to total output also increased again in 1964, with the 
significant exception of the United Kingdom, where a 
rapid rise in investment, continuing throughout 1964, 
was associated with stagnant exports until the year-end. 
But imports everywhere rose faster in volume than exports, 
with the same two exceptions: Italy, where an accelerating 
expansion of exports accompanied the substantial fali in 
investments, and Norway, where a strong demand for 
exports was the main expansionary force and accompanied 
a fairly quiet expansion of domestic expenditure and of 
imports. As shown in section 4, western Europe’s trade 
balance with the outside world again deteriorated; part 
of the big rise in imports reflected particularly heavy 
investment in stocks, and will not continue. Nearly 
everywhere consumption—both private and public— 
increased only modestly, less as a rule than in 1963 and 
accounting for a falling share of total national expenditure. 


During the course of 1964 the picture was modified in 
some countries. In western Germany the expansion of 
exports weakened, but the growth of investment and 
possibly of consumption accelerated. In the United 
Kingdom both exports and consumption picked up 
towards the end of the year, and imports were stabilized. 


The components of investment 


Housebuilding 


The volume of housebuilding rose strongly, in con- 
formity. with long-term objectives recently formulated in 
several countries of improving the housing situation. 
The figures for the year (see Table 4) are deceptive, 
because of the delays in construction caused by the bad 
weather in early 1963. But if the completions (or the 
authorizations or starts) of 1964 are compared with those 
for 1962, a striking expansion is seen—an average rise in 
completions over the two years of 10-15 per cent in 
Ireland, the Netherlands and the United Kingdom and 
of about 7 per cent in western Germany, Italy and Sweden. 
The continuing excess of starts and authorizations over 
completions in most of these countries (although not in 
Italy) indicates that building activity will continue to 
rise for some time. 

In both France and the United Kingdom the recent 
expansion of housebuilding came after several years of 
relative stability. In France there is still a long way to go 
before the planned level of building is reached. The 
number of dwellings completed in 1964 was 369,000 but 
the Fifth Plan’s objective for 1970 is 470,000; and the 
Plan also calls for a 10 per cent improvement in the 
“ quality ” of housing.?® Pressure to raise the target still 


to figures for the year as a whole, as shown in Table 3. It should be 
observed, however, that many of the estimates for 1964 in that table 
were made well before the end of the year and incorporate a large 
element of projection, 


*° Initially, 385,000 completions were expected for 1965. Work was 
begun on about 400,000 dwellings in 1964 and the Minister of Con- 


struction now expects that this number can be completed in 1965. 
(Le Monae, 31 January-1 February 1965.) 
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4 Towns and urban districts (comprising about 80 per cent of total). 


Sources : ECE (i) Quarterly Housing Construction Summary for Europe ‘ii) 
Statistical Indicators of Short-term Economic Changes in ECE Countries; and 
national statistics. 

Note. — The percentage change 1963 to 1964 15 based on data for 12 months 
except for: 

Ireland (starts) — 9 months. ~ 
The following countries have published annual data (up to 1963) with a complete 
coverage for completions; the percentage changes from 1962 to 1963 were: Den- 
mark = nil; Ireland = 9; Italy = 13; Netherlands = 2; Switzerland = —6, and 
the United Kingdom = —2. 


о End of period. 


С State-aided, comprising about 90 per cent of total. 
4 Towns and districts with over 20,000 inhabitants (comprising about 65 per cent 


of total). 


е 65 towns (comprising about 50 per cent of the total). 
f Major communes having 2000 inhabitants or more (comprising about 80 per cent 


of total). 
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higher has been resisted for fear of overloading the 
building industry, because of expected difficulties in 
financing (the Fifth Plan envisages reduced dependence 
on public funds), and because of the shortage of sites and 
land speculation.» In the United Kingdom, in spite of 
shortages of materials and labour, the number of com- 
pletions rose to 383,000 in 1964—a postwar record; 
the official objective of 400,000 annual completions (for 
Great Britain) —ап objective which there is some pressure 
to increase by a further 10 per cent or so—should be 
exceeded in 1965: 2? more than 400,000 dwellings were 
started in 1964. 


In the Netherlands over 100,000 dwellings were com- 
pleted in 1964. It is hoped —if the already strained building 
industry can cope with a larger load—to bring up the 
total of completions to 125,000 by 1968, and it is believed 
that this programme should end the persistent housing 
shortage by 1970. In Ireland it is hoped to double expendi- 
ture on housebuilding by 1970 (in recent years, only 
about 8-9,000 dwellings a year have been constructed). 
In Norway, too, where housebuilding has not increased, 
its expansion is to receive priority in future, while 
commercial building is to be restricted. 


In western Germany, by contrast, the current number 
of completions—623,000 in 1964—is believed to be 
approaching the level corresponding to long-term 
Четапа.?3 


Other countries have seen a less marked, and less 
continuous, expansion of housebuilding in the last two 
years —although in most of them the underlying demand 
for housing remains very strong. In Italy the remarkable 
housebuilding boom came to an end in 1963. Authoriza- 
tions for new dwellings fell by more than 25 per cent 
in 1964; completions continued to increase, but the 
backlog of work in hand is now falling. The boom had 
been rather heavily based on the private market in 
dwellings for sale (the share of public funds in total 
housing finance fell to only 5 per cent in 1963, against 
19 per cent in 1960). Private demand has been weakened 
by financial difficulties, accentuated by rapidly rising 
costs; and the building industry itself has been severely 
hit by the credit restrictions. Although the Government 
envisages a number of measures to encourage non-luxury 
construction, they are not likely to be effective for several 
months; in these circumstances, a fall in completions of 
perhaps some 20 per cent may be expected in 1965.24 


In Belgium credit restrictions and licensing limited 
housebuilding in the latter part of 1964, after a substantial 
increase in authorizations in the first half. Similar 
restrictions in Switzerland are aimed principally at non- 


*1 See “ Rapport sur les principales options qui commandent la 
préparation du V® Plan” (Journal officiel, Lois et Décrets, 
23 December 1964, pp. 11434-5); and Le Monde, 9 December 1964. 

2? Тре Government elected in October 1964‘has declared its 
intention of pursuing a vigorous housing policy, including an im- 
provement in the quality of housing and modernization of the 
construction industry. There is to be a Crown Lands Commission, 
with wide powers to acquire land in order to combat the steep rise 
in land prices. 


as The rate of activity was increasing towards the end of 1964; 
public financial support was increased for the first time since 1960. 


* See 24 Ore, Panorama Есопописо 1964, January 1965, р. 143. 


residential building, but the volume of housebuilding has 
not increased much. | 


Fixed investment т industry and services 


Private investment, as could be expected, reacted to 
the changes in the overall growth rate and to narrowing 
margins of spare capacity. In the United Kingdom and 
western Germany it was private (rather than public) 
investment that expanded most during 1964. In France 
and Italy, on the other hand, it was private investment 
that weakened, while in France, at least, public investment 
supported the level of output. In most of the smaller 
countries private investment either accelerated in 1964, 
or is expected to go ahead faster during 1965. But there 
are few countries in which total fixed investment, house- 
building apart, can be expected to grow as fast as in 1964 
(always excepting Italy, where prospects are. still 
uncertain). 


Industrial investment in western Germany is estimated 
to have risen by about 10 per cent in 1964 and is expected 
to rise by about 14 per cent in 1965.25 The propensity to 
invest has been encouraged by greater liquidity and, 
in particular, by the recovery in profit margins; these 
financial factors may, however, be less significant than 
more optimistic business expectations and the pressure 
on capacity.?° Investment by the public authorities may 
have weakened, particularly in road building. 


In the United Kingdom the reinforcement of a number 
of public investment programmes — particularly in energy 
—supported the upturn of output in 1963. Public invest- 
ment went ahead, but more slowly, in 1964; the momen- 
tum was taken up by the rapid recovery of manufacturing 
investment which began—afier more than two years of 
decline—at the end of 1963. The increase is expected to 
continue throughout 1965, when management both in 
manufacturing industry and in distribution and services 
expects a further 8 per cent increase (after rises of 12 and 
14 per cent respectively in 1964).27 These forecasts were 
largely made before the balance-of-payments crisis came to 
a head, or Bank Rate was raised; but they have been 
confirmed by later partial inquiries.22 However, there is 
evidence of a weakening in the pace of the private invest- 
ment boom; it may well reach its peak within the next 
twelve months. If so, the volume of manufacturing 
investment may begin to decline again before it much 
exceeds its level at the peak of the last cycle of capital 
expenditure (in 1961). This possibility is one important 
element in the determination of general economic policy. 

In Belgium, Denmark, the Netherlands and Switzerland 
private investment went ahead strongly in 1964, but it is 
not expected that the tempo will continue in 1965. In 
the Netherlands rising costs and the possibility of price 
controls being extended are regarded as limiting factors; 
it is expected that enterprise investment in 1965 may not 
go up by more than 2 per cent in volume (it rose 12 per 


5 IFO, Schnelldienst, 18 December 1964. 
*® Monthly Report of the deutsche Bundesbank, September 1964, 
*7 National Institute Economic Review, February 1965, pp. 14-16, 


28 Ibid., and the February 1965 Inquiry of the Federation of 
British Industries (The Financial Times, 12 February 1965), 


cent in 1964).2° De 


Jin ” Denmark is already pursuing a more 
restrictive credit policy aimed at limiting the increase in 
private investment. In Switzerland a referendum at the 


_ end of February ensured the continuance of federal 


restrictions on non-residential construction and on the 
‘supply of credit introduced a year ago. Public investment 
_was in these countries an additional strong expansionary 
force in 1964. Investment in public services increased by 
15 per cent or more in volume in Belgium, in Denmark 
(after the very low level of 1963) and in the Netherlands. 
In each of these countries, existing restrictive measures, 
‚ ог measures now under consideration, are likely to damp 
down public as well as private capital expenditure in 1965. 


The upturn of private investment was less uniform and 
general in 1964 in Austria, Norway and Sweden. In these 
countries, however, public investment rose; and private 
investment in manufacturing is expected to rise more 
rapidly in 1965. In both Austria and Sweden manufactur- 
ing investment, although on a high level, has not been in- 
creasing recently (it fell in Austria in 1962 and 1963, and 
in Sweden in 1964). Some recovery began in Austria at 
the end of the year, and industrialists expect a 6-7 per 
cent increase in 1965.°° In Sweden the decline is not ex- 
pected to be reversed before the middle of 1965.31 But in 
both countries private investment outside manufacturing 
has been expanding, so that total private investment 
should accelerate. The rise in private investment in 
Norway (very small because of a drop in expenditure on 
shipping) is expected to be significantly greater in 1965. 


In Ireland public investment was probably rising even 
faster than private investment in 1964; public productive 
investment was a main instrument of the first programme 
of economic expansion. Under the second programme 
(1964-1970), it is to slow down, with more emphasis on 
the private sector. 

In most of the industrial countries of western Europe 
1964 was, thus, a year of accelerating expansion of private 
investment, accompanied by a fairly vigorous expansion 
of public investment. In the United Kingdom and some 
of the smaller economies, the tempo of private industrial 
investment will probably slow down in 1965. 

France and Italy are a different case. In France, if 
housebuilding is excluded, the rate of advance in invest- 
ment was only moderate. Total investment by enterprises 
rose in volume by only about 41 per cent in 1964, which 
at most kept pace with the increase in national product. 
Even then, the expansion was due first to investment in 
the publicly-owned industries (which rose 8 per cent in 
1964) and secondly to private investment in the service 
trades. The volume of investment in private manufactur- 
ing industry, by contrast, probably fell by some 5 per cent 
in 1964 — аз it had done in 1963. Investment intentions 
for 1965 point to a further decline.* 

The continued weakness of private investment in 
France has been attributed to financing difficulties con- 


29 EEC, The Economic Situation in the Community, December 1964. 

30 Monatsberichte des Osterreichischen Institutes fiir Wirtschafts- 
forschung, December 1964. The inquiry referred to includes state- 
owned industrial enterprises. 

31 The 1965 Budget exempts investment goods from the increase 
in sales-tax due in July. 

83 See section 5, page 55. 
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nected with a fall in undistributed profits; the Fifth Plan 
puts much stress on the need to increase self-financing. 
For a time, the relatively slow increase in investment could 
also be regarded as a pause, following substantial earlier 
investment, in preparation for the coming into force of 
the Treaty of Rome.*4 But, at least in the short term, the 
squeeze on profit margins (reinforced by price controls) 
and the increasingly unfavourable prospects 35 for the 
economy seem much more important than difficulties of 
obtaining external finance. 

The weakness of private investment in Italy is even 
more pronounced than in France. The stabilization poli- 
cies of late 1963 and early 1964, combined with the 
clouded political outlook and still rising costs, led to a 
substantial decline in private investment during 1964. 
Although credit restrictions have now been eased, indus- 
trialists remain very hesitant. The Government’s im- 
mediate hopes rest in a strengthening of public invest- 
ment; in the longer term it is hoped that business con- 
fidence will be restored by the approval of the Five-year 
Plan and other instruments designed to cope with the 
structural problems of the Italian economy.** 


Investment in stocks 


Stock accumulation, so far as can be judged from the 
scanty evidence available, was much greater in 1964 than 
in the two preceding years (with the major exception of 
Italy). This reflects not only the somewhat faster rate of 
economic expansion, taking the year as a whole, but also 
a replenishment of stocks which had been allowed to fall 
below normal, and possibly a response to rising prices in 
several commodity тагКе{5.37 It appears that the increase 
was particularly strong for raw materials’ and semi- 
finished goods, and played an important role (notably in 
the United Kingdom) in the growth of imports. By the 
second half of the year stock levels were gradually lifted 
towards a normal relationship with production, the pace 
of economic expansion slowed down in most countries, 
and the rate of stock accumulation tended to slacken. This 
movement probably also affected stocks of finished goods. 
In France and Italy, and to a lesser extent in other coun- 
tries where demand slackened, there is evidence of in- 
voluntary stocking by industry, especially of consumers’ 
20045.38 In Italy the decline of investment and the general 
weakness of the domestic market led to an actual fall in 
the level of stocks of raw materials and intermediate pro- 
ducts, whereas stocks of finished goods (notably cars) 
temporarily accumulated, thus moderating the fall in 


33 The fact that external finance is believed to call for higher gross 
profit margins than does equivalent self-financing is also relevant. 
(See the study prepared for the Conseil Economique et Social, 
Le Monde, 22 December 1964.) 

34 See INSEE, Rapport sur les comptes de la Nation de l'année 1963, 
Paris 1964, р. 38. 

35 See section 5, page 56. 

36 See section 5, page 54. 

37 The big increase in Scandinavian sales of wood products (and 
Swedish iron and steel) was undoubtedly due partly to restocking 
in importing countries. More generally, stocks of materials may have 
been increased in the expectation of a further hardening of world 
prices. 

38 In Norway, on the other hand, the strong demand for exports 
in 1964 could be met at first only by running down stocks, 


vestment in fixed assets and stocks, 1962 to 1964, as percentage 
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@ Including government enterprises for Denmark, Norway and the United Kingdom. 
Note. — 1964 data provisional. > Data do not add to total savings, which include revisions, 


“Other domestic savings ” is the savings of private corporations, the house- © Data for “ other domestic savings ” include the residual error. 
hold sector and public corporations and government enterprises, except where 
otherwise stated. “ External finance ” is the balance of current international trans- 
actions, as recorded in national accounts. 


domestic investment was financed from abroad — that is, 
_ by an increase in the current balance-of-payments deficit 
_ ога reduction in the surplus. These countries are Belgium, 
3 Denmark, France, the Netherlands, Sweden (to a very 
_ minor extent), Switzerland and the United Kingdom. 
_ But in most of these countries (all except Denmark and 
_ the Netherlands) the ratio of domestic saving to gross 
national product also increased — as it did in Austria 
and western Germany. 


To some extent, the deterioration in the current balance 
largely reflects the close relationship between imports and 
stock accumulation.*? In the United Kingdom, for in- 
stance, the reversal of the current balance from a small 
surplus in 1963 to a large deficit in 1964 — the swing 
amounting to 2 per cent of gross national product — is 
not much in excess of the increase in stockbuilding be- 
tween the two years. Most of the increase in the fixed 
investment ratio was matched by a rise of domestic 
saving.** In Austria and western Germany, by contrast, 
although there was also a rise in stockbuilding the in- 
crease in domestic saving was sufficient to cover the whole 
increase in domestic investment and in Austria a rising 
current balance as well. In Belgium, France and Denmark 
the domestic savings ratio rose little if at all and in the 
Netherlands it declined; most of the increase in domestic 
investment in these countries (small in-France but large 
in Belgium, the Netherlands and Denmark) was covered 
by an increasing current deficit on the balance of pay- 
ments. In the two countries — Italy and Norway — where 
the domestic investment ratio fell, the decrease was 
reflected in an improved current balance; in Italy the 
domestic saving ratio was a little greater; but in Norway 
it increased significantly. 


> 


The second feature is the distribution of the change in 
savings between the public and private sectors. In most 
of the countries listed in Table 5, the savings of the public 
sector, as a proportion of gross national product, in- 
creased or remained constant.** Only in Sweden was 
public saving significantly reduced.* 


In Belgium and France increased public saving offset 
falling private saving. In the Netherlands private savings 
fell, but there was no corresponding rise in public savings. 
This leaves only four countries where the rise in the private 
savings ratio came near to matching the rise in the 
domestic investment ratio — Austria, western Germany, 
Sweden (where the rise in private saving offset a fall in 
public saving) and the United Kingdom. 


40 There is a counterpart to this. Increased exports from some 
countries (for example, Norway) may be associated with a running 
down of stocks of exportable products as their customers (for 
example, the United Kingdom) replenished their stocks. 

41 Fixed investment rose from 19.2 per cent of GNP in 1963 to 
21.2 per cent in 1964 (first three quarters of each year), and domestic 
saving from 16.8 to 18.2 per cent. 

42 The savings of the public sector represent the surplus on current 
account of general government. In some countries, for lack of data, 
they include also the surpluses of public trading enterprises but 
exclude the savings of public corporations (i.e. nationalized indus- 
tries). The rest of domestic savings (which are often a residual in the 
national accounts) include the savings of households and enterprises. 


3 п the Netherlands, because of the particularly rapid rise in 
government wages and salaries, public savings decreased slightly. 
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Short-term changes in private saving are likely to reflect 
mainly fluctuations in savings by enterprises; savings by 
households are generally smaller in amount, and follow 
on the whole a more stable course. An increase in the 
private savings ratio is, therefore, most likely to be 
associated with an increase in the ratio of enterprise 
profits to gross national product. This seems to have been 
true in 1964 for Austria, western Germany (at least in 
industry), Norway, Sweden and the United Kingdom; in 
each of these countries the private savings ratio rose in 
1964, and there is some other evidence of a rise in the 
profits ratio in each of them, in spite of large wage in- 
creases. But in Belgium, France, Italy and the Nether- 
lands the private savings ratio fell; and again separate 
evidence (although not available for Italy) suggests that 
the ratio of profits to gross national product has fallen 
(this does not mean that the absolute amount of profits 
fell; it probably rose in all these countries).*4 


A short-term increase in the profit ratio is generally 
associated with an acceleration of the growth rate—since 
that commonly brings, at least to begin with, a faster rise 
in productivity than in earnings. The acceleration in the 
growth of output since 1962 helps to explain the rise in 
the profits ratio in the United Kingdom; the relatively 
small increase in real product in Italy is naturally asso- 
ciated with a decline of the profits ratio, since wages con- 
tinued to increase. But in the Netherlands the rise in 
wage-costs was too large to be absorbed at once by 
rising prices, and the profit ratio was reduced—although 
there was no decline in total profit, because output 
increased quite fast. The rise of the profit ratio in 
Norway was most marked in the “ exposed ” sectors of 
industry, which gained substantially from rising prices, 
as well as rising volume, after several years of falling 
export prices and a falling profit ratio in these sectors. 


If a slowing down of growth rates of real product 
occurs in 1965, then falls in the ratio to gross national 
product of both profits and total private saving are to be 
expected; they may well be matched by a falling ratio of 
total domestic investment. But time-lags are very impor- 
tant. For example, the recent wage-increases in the 
Netherlands may still be absorbed by rising prices, and 
the marked fall in the profits ratio be reversed, even if 
output rises very moderately. 


44 The following estimates (often based on data for part of 1964 
only) show the development of the total wage and salary bill and of 
profits, compared with the increase in GNP, in 1964 (all at current 
prices): 

Percentage increases 1953 to 1964 (current prices) 


Profits 
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Source : As for Table 3. 
@ Gross-gross concept. 
> Total domestic income. 
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prices 


Belgium. . pes 618 521 474 5 

1963 7.4 7.0 28.9 6.3 89 ^ 46 4.1 9.0 

1964 9.7 9.7 13.7 9.4 9.5 5 4.5 8.9 
Finland . POSSESS 1653 15 14 13 10 

1963 11.2 11.3 9 127 Te 3.3 37 18.9 

1964 13.2 13.5 57.5 9.7 14 6 Ts 15.8 
France... . 1963 345 284 278 256 

1963 10.4 10.1 om 9.9 11.8 6.4 5.1 12.1 е 

1964 8.3 7.6 3.6 7.6 8.5 5 3.5 11.5 
Western Germany .... 1963 316 268 23 245 215 

1963 6.3 6.2 15.1 5.6 5.4 2.8 2.5 13 

1964 9.5 10.0 14.2 9.7 8.0 5.3 2.6 13.6 
Netherlands . . 1963 45 39 35 31 

1963 10.9 9.3 7.0 9.5 10.0 7.1 7 11.9 

1964 13.6 13.3 20.0 12.5 13 6 6.5 11.5 * 
Norway @ . . 1963 35 31 27 23 

1963 8.0 7.4 5.0 8 5.9 4.0 1.8 11.2 

1964 11.2 11.2 9.5 11.5 8 23 4.5 13.8 
Sweden . . 1963 71 64 10 54 47 

1963 9.2 8.4 10.8 7.9 8.1 5s? 2.8 10.4 

1964 8.8 82 13.0 7.8 7.5 4.5 3 10.2 
United Kingdom .. el 963 25 23 21 20 

1963е 5.7 5.0 225 5.9 5.2 4.1 1.1 8.6 

1964 15 7.6 18.2 6.8 6.2 3.6 2.5 9.0 


Sources : As for Table 3. 


Note. — All data are in current prices, except where otherwise indicated. 
Absolute data for 1963 are shown in italics. 


Total personal income covers households and private non-profit institutions 
and includes income from unincorporated private enterprises; it is equal to the 
sum of factor incomes (i.e, compensation of employees, income from unincorpo- 
rated private enterprises and from self-employment, and income from property- 
rent, dividends, interest) and of the transfer incomes of the household sector, 
before deduction for taxes and contributi ns to social security. Disposable per- 
sonal income equals total personal income Jess direct taxes and contributions to 


social security; it is therefore equal to factor income less net transfers from house- 
holds. 


@Net transfers to/from households, including direct taxes and social security 
contributions. 


> Saving asa percentage of disposable personal income, as derived from disposable 
personal income and private consumption expenditure. 


< Gross saving as given in French national accounts, i.e. before provision for 
depreciation of unincorporated private enterprises (Source : Comptes prévision- 
nels de la Nation pour 1964 et principales hypotheses économiques pour 1965); net 
saving in 1963 was 7.9 per cent. 


@ Personal income and saving include the undistributed profits of corporate enter- 
prises. 


€ January-September 1964 over January-September 1963, seasonally adjusted. 
Estimates for the whole year are 8.0 for disposable income, 6.5 for private con- 
sumption at current prices (3.5 at constant prices) and 8.7 for implicit saving ratio. 
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Sources : National statistics. 


5 Norte. — Motor-vehicles are included in the series for Ireland, the Netherlands, 
Switzerland and the United Kingdom. 


down was also marked in Italy. In the United Kingdom, 
by contrast, consumption hardly increased from the 
autumn of 1963 until mid-1964, but a substantial rise 
was resumed (as in output) in the latter part of 1964. 

This slackening of growth of real consumption in 1964 
accompanied a greater increase in the money incomes of 
consumers than had been seen for many years. Real 
consumption rose in most countries by between 3 and 5 
per cent in 1964—a fairly typical rate of increase for 
postwar years. Personal incomes, before tax, rose two 
or three times as fast as did wage- and salary-incomes. 
Even when allowance is made for increases in taxes on 
income and social security contributions (which skimmed 
off some of the increases in incomes in Finland, France, 
the Netherlands and Sweden), the rate of increase of 
disposable personal income was still typically between 8 
and 12 per cent in the countries for which estimates can 
be made (see Table 6). In Italy, for which comparable 
income figures for 1964 are not yet available, the increase 
was no doubt a great deal less; the growth of real con- 
sumption was also very small. 

The main reason for the slow rise in real consumption 
in relation to money incomes was, of course, the general 
rise of consumers’ prices — ш many countries an accelera- 
ting rise, particularly in Belgium, Finland, the Netherlands, 
Norway and the United Kingdom. This increase in 


@ Beginning 1964, new series. 
> Private consumption expenditure. 


consumer prices, which is discussed in more detail in 
section 2, was itself partly a delayed response to the earlier 
rise in money incomes and labour costs. The increases in 
money incomes in 1964 will, similarly, continue to affect 
consumer prices in 1965. 

The United Kingdom and France illustrate contrasting 
aims and instruments of policy towards consumption. 
In the United Kingdom labour costs did not rise in 1963 
when output was expanding fast. Nor did consumer 
prices rise much. A significant price rise began, however, 
in the spring of 1964. It was mainly, in the first place, the 
result of the increase in indirect taxes imposed by the 
mildly deflationary budget of April 1964 (super-imposed 
on rising import prices for food). The increase of retail 
prices was sufficient to keep real consumption fairly 
stable for several months, the main objective of the 
budget being conceived as the reduction of pressure on 
resources from domestic demand in order to benefit the 
balance of payments. The reaction of rising labour costs 
on consumers’ prices will no doubt continue in 1965. 

In France, by contrast, consumers’ prices had risen 
fast in 1963. The major objective of the stabilization 
policies—in large part achieved—was to moderate the 
price increases. For the short term, at least, stopping the 
price rise had priority over correction of the current 
balance of payments. Indeed, one of the instruments of 
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Sources : National statistics and ECE, Statistical Indicators of Short Term 
Economic Changes in ECE Countries. 


Note. — Production figures exclude the assembly of imported parts. Figures 


for imports and exports include cars for assembly. 


price stabilization was the greater liberalization of 
imports. Since the effect of these policies was also to 
slow down the growth of output, the growth of incomes also 
slackened and the growth of real consumption came to 
а stop.*” 


The pattern of consumption 


The pattern of consumers’ expenditure has generally 
continued the previous tendencies 48— а growing propor- 
tion of the total is spent on rent, motoring, personal and 
other services (including travel) and consumers’ durables." 


47 The rise of real consumption had been particularly fast in 1963 
because of the influx of repatriates from North Africa with some 
capital to draw on while re-establishing themselves. 

48 Economic Survey of Europe in 1963, Chapter П. 


“Тре substantial rise in foreign travel from industrial western 
European countries has been of particular benefit to Ireland and to 
the less-developed countries of southern Europe, especially Spain 
(see section 6); but expenditure by foreign tourists rose sharply in 
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Moreover, the milder winter implied relatively smaller 
expenditure on heat and light. 


Demand for consumers’ durables, and especially for 
cars, was particularly strong in the Netherlands and in 
the Scandinavian countries, as well as in the United 
Kingdom. This may be judged from both Table 7 (for 
consumers’ durables in general) and Table 8 (specifically 
for motor-cars). In Norway heavy expenditure on cars, 
and also on other durable goods such as television sets, 
may have caused consumers’ expenditure to rise faster 
than income in the first half of the year; and in Finland 
the unprecedented rate of import of cars led to a tightening 
of hire-purchase conditions in November 1964. The car 
market in the United Kingdom was unexpectedly buoyant 
in 1964, although not expanding much after the first 
quarter, apart from seasonal variations. Even without 


Austria in 1964 (by 19 per cent), and was 11 per cent higher in Italy 
than in the previous year, 


—— ай 


any further measures to reduce consumers’ demand, not 
‘much further expansion is likely in 1965. 


In two of the other major producing countries, demand 
for cars has been extremely weak. In Italy fiscal and credit 


Measures, together with the more limited growth of 


consumers’ income, are no doubt mainly responsible 
for the fall of 13 per cent in new registrations between the 


first ten months of 1963 and 1964,50 but the increase in 


the previous year of almost one-half, when the expansion 


_ of national product had already begun to slacken, was 


~~ г 


quite exceptional. The stability of new car registrations 
in France between 1963 and 1964 appears to be essentially 


the result of two factors. On the one hand the stabilization 


programme, including hire-purchase and other restric- 
tions, has made financing purchases more difficult; on the 
other hand, consumers have probably held back purchases 
not only because of possible uncertainty over future 
earnings but also because of the expected introduction of 
new models by two of the major manufacturers. But in 


_both countries the prospects for home sales in 1965 are 


at present depressed. 


Public consumption 


Public consumption 51.— аз well as private consumption 
—rose considerably less in 1964 than the year before in 
most countries, and generally took a falling share of 
national product. The Council of the European Economic 
Community made a particularly vigorous effort to press 
restraints on public authorities’ total expenditure in the 
interest of stabilization, and a slowing down was, indeed, 
effected in the member countries. In 1964, however, 
some special factors helped to slacken the rate of growth, 
factors that may not continue to operate in 1965. Thus, 
in western Germany, the relatively small rise in public 
consumption appears to have been the result of delays 
in purchases of defence equipment. In France, too, 
defence expenditure has been falling since 1961, but civil 
expenditure continued to increase by some 7-8 per cent in 
1962 and 1963. Under the Fifth Plan it is hoped to keep 
the increase in defence expenditure (which has been 
rising again since 1964) in line with the growth of national 
product—rising outlays on equipment being offset by a 
reduction in the armed forces; but civil expenditure is 
planned to absorb a growing share of resources.” In the 
Netherlands the rise in real public consumption in 1964 
was negligible, but the increase in expenditure at current 
prices was very large because the pay of public servants 
was then allowed to catch up with pay increases in the 
private sector. 


50 In addition to general fiscal and credit measures, a special tax 
was imposed on sales of vehicles in February 1964, the tax on petrol 
was raised and hire-purchase conditions were tightened. The 
vehicle-tax was removed in November and hire-purchase restrictions 
withdrawn in December for motor-cycles and television receivers. 


51 In the sense of current spending, at constant prices, by central 
governments and lower authorities on goods and services, including 
the wages and salaries of their own employees. Expenditure in the 
form of transfer payments is excluded. 

52 The Fifth Plan proposes a 6% per cent growth in civil expendi- 
ture (against 5 per cent in 1960-1965) — less than the proposed 
growth in “ collective investment ” (9 per cent a year). The question 
of priority, especially for education, against the rival claims of 
housing (whether publicly or privately financed) has given rise to 
reservations during Parliamentary discussion of the Plan. 
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In the United Kingdom, too, the increase in public 


consumption (almost 2 per cent) was a little reduced in 


1964; although the departmental expenditure estimates 
for 1965/66 imply а significant further expansion, 
experience suggests that real expenditure will not, in fact, 
rise more than about 3 per cent. The big increase in 
planned defence expenditure in 1964/65 (about 514 per 
cent in real terms) may not have been fully realized. 
A further increase (of over 2 per cent) is planned for 
1965/66 after substantial pruning; the longer-term 
objective is to limit the rate of increase of defence spending 
to 3% per cent a year (implying possibly a slightly 
falling share of gross national product).5* Equally relevant 
to the impact of defence expenditure on the economy is 
the high and increasing element of overseas expenditure 
within the total. 


The moderate growth of public consumption in the 
EEC countries and the United Kingdom since 1962 
contrasts with a more rapid increase in some other 
countries—-in Austria, Ireland and the Scandinavian 
countries in particular, where emphasis has been put on 
the planned development of public services. 


Many governments face a conflict. On the one hand, 
long-term requirements call for substantial increases in 
public expenditure, capital and current, both for moderniz- 
ing the infrastructure of the economy in the interest of 
economic efficiency, and for the development of education, 
health, housing and other collective services. On the other 
hand, governments find themselves obliged to resort to 
short-term variations in public expenditure as one of the 
still limited battery of conjunctural instruments available 
to them. There is an increasing anxiety to develop longer- 
term programmes for public expenditure and to avoid the 
uncertainties and dislocations that short-term fluctuations 
cause.°* The conflict cannot be completely resolved, and 
the trend of public expenditure smoothed in accordance 
with a long-term programme, until better ways are found 
of minimizing economic fluctuations. 


Meanwhile, the tendency in several countries has been 
to maintain the growth rate of public investment (which, 
as experience has shown, cannot in any case be rapidly 
adjusted to conjunctural requirements) while restricting, 
or delaying, the growth of current public expenditure. 
This is necessarily a temporary expedient—for much of 
the investment consists of the expansion of facilities 
(as well as their modernization) and will later entail 
increases in staff and other current expenses. Hence, the 
slowing down of public consumption, where it has 
occurred, will almost certainly be reversed before long. 


53 Statement on the Defence Estimates 1965, Cmnd. 2592, HMSO, 
February 1965. 

54 In addition to the French Fifth Plan and to other medium- 
term development plans, reference may be made to the estimated 
changes in government spending for the period 1965/66-1967/68 
contained in The Swedish Budget 1964/65 (Ministry of Foreign 
Affairs, Stockholm 1964); to the “ base budget ” for 1968 of Finland 
(Economic Survey 1964, op. cit.); to the proposed 1965-1969 pro- 
gramme for Italy; and to projections of public expenditure in the 
United Kingdom (Public Expenditure in 1963/64 and 1967/68, 
Cmnd. 2235, December 1963). The United Kingdom Government 
has now started a review of public expenditure, with special reference 
to defence, which will lead to significant revisions of the earlier 
programme. It is, nonetheless, already foreseen that public expendi- 
ture will absorb an increasing share of national product. 
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2. PRICES AND WAGES 


The year 1964 started with concern lest inflationary 
pressures, which had been acute in France and Italy in 
1963 and had begun to appear in certain other countries, 
would spread and become more intensive. In fact, the 
data presented in Tables 9 and 10 and other information 
indicate that there was an acceleration of price and wage- 
cost increases in most countries — with the major excep- 
tion, at least in the first half of the year, of those countries 
(Denmark, France, Italy and Switzerland) where stabiliza- 
tion measures had been adopted earlier, and also of 
western Germany. 

It is very difficult to provide a diagnosis of the causes 
of rising prices which could serve as a useful guide for 
policy, and to distinguish between the effects of cost 
increases, demand pressures and “ special” factors.** 
These mostly act in conjunction and generate chain 
effects of differing intensity and timing. The impact of a 
rise in wage-costs on the cost-of-living ш4ех, оп the one 
hand, and on producers’ prices of manufactures, on the 
other, operates in rather different ways. Consumers’ 
prices are affected from the demand side by a rise of wage- 
and salary-incomes (unless the personal savings ratio 
increases); but on the cost side publicly administered or 
“special ” prices, reflecting a cost-push only indirectly 
and with some delay, appear to carry as much weight as, 
or more weight than, the prices of. consumers’ manu- 
factured goods and of personal services, where the effect 
of cost increases may be expected to be more direct.®® 
Producers’ prices of manufactures are likely to be more 
immediately influenced from the cost side, although this 
depends on how far individual industrial branches can 
pass on cost increases without endangering their competi- 
tive position both at home and abroad, and on the degree 
to which they can offset the effect on total profits of a 
squeeze in profit margins by increasing sales. 


The cost of living in 1964 


The causes of rising prices can be identified, grosso 
modo, by assessing the extent to which inflationary 
pressures have affected the various items of the cost of 
living, in the light of available information on the 
behaviour of such factors as labour-cost increases, 
government interventions, and other “ special ” factors. 


Table 9 shows the quarterly movements of the total 
cost of living in 1963 and 1964 in a number of western 
European countries, and also, for each country, the 
different pace of price changes for selected components 
of the total consumption basket making up the cost-of- 
living index. Thus, in Austria, the Netherlands, Sweden 
and Switzerland, the rate of rent increases accelerated, 
reflecting partly easing of rent controls and partly 


55 Among such “ special factors ” are: the relaxation of rent con- 
trols; the removal of subsidies; increases in indirect taxes and 
customs duties; adjustment of public enterprise prices; bad harvests: 
and higher import prices. See The Problem of Rising Prices OECD, 
Paris, May 1961. ; : 


_ 8 The surprisingly moderate increase in the Dutch cost-of- 
living index in 1964, if compared with the extremely rapid rise in 
wage-costs, would appear to provide an illustration of this. 


increases in building costs and other market factors. 
In France, оп the other hand, the postponement of the 


adjustment of controlled rents—a measure adopted in 
the framework of the general stabilization programme — 
was clearly reflected in the sharp deceleration of rent 
increases. 

With few exceptions, prices for services tended to 
grow more rapidly than prices for manufactured goods 
(clothing, motor-vehicles, durables and other household 
goods). This was due to structural features operating both 
on the demand and on the cost sides. Expenditure on 
services tends to increase steadily its share of total 
consumption, since demand for services has a high 
income-elasticity and a low price-clasticity.*” At the same 
time, costs per unit of output in many services sectors 
tend to rise in relation to those in manufacturing, because 
of the comparatively narrow margin for productivity 
increases.*8 In addition, it is usually easier to pass on higher 
costs to prices in sheltered sectors such as services, while 
industry is more exposed to competition both at home 
and abroad. The rise in prices of such services as trans- 
portation and communications, however, is largely due 
to government-determined adjustments of tariffs.** 


Increases in food prices were generally lower in the 
first months of 1964 than a year earlier, but they tended 
to accelerate after the third quarter. Switzerland is the 
only country where food prices rose remarkably little. 


The different contributions made to total cost-of-living 
increases by individual main components in the last 
three years are shown in Chart 2, where the height of each 
bar represents increases in the cost-of-living index between 
December of the previous year and December of the 
year indicated. It is plain from the chart that when and 
where increases in the total cost of living were substantial 
(ic. more than 3 per cent) increases in food prices 
accounted for a proportion varying between 40 and 80 
per cent of the total rise.°° Exceptions to this general 
pattern were very few. It is worth noting that in three 
countries where the total rise was below 3 per cent 
(Norway in 1963, and Switzerland and western Germany 
in 1964) this was largely accounted for by the relative 
stability of food prices. 


This would suggest that the causes of rising food prices 
deserve careful investigation and that price policy might 


57 See Economic Survey of Europe т 1963, Chapter И, section 1. 


58 Ibid., section 2, footnote 1, where it is shown that over the ten- 
year period 1951-1952 to 1961-1962 the share of the services sector 
in total employment increased faster than its share of gross domestic 
product at constant prices. This may be taken to imply that pro- 
ductivity per worker increased less in services than in the economy 


as a whole, although this did not apply equally to all the constituent 
sub-sectors of services. 


5° Thus postal charges were raised in 1964 in Denmark, Е 
, France, 
Ireland, the Netherlands and Sweden, railway fares in the Nether- 
lands and Switzerland, telephone fees in Italy and public road 
transport fares in the United Kingdom. 


Sour is to be noted that the item “ food ” in the chart also includes 
alcoholic beverages and tobacco. Only in the United Kingdom have 
price increases for these latter items — resulting mainly from tax 
increases — been important, accounting for more than one quarter 
of the total rise in the cost of living. 
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lopment of food prices. There are five main possible 
ons for a rise in food prices: first, temporary shortages 
domestic food due, for example, to a poor harvest; 

impact on prices can, of course, be counteracted 
importing food, but there is often a time-lag during 
[ ich temporary price rises cannot be avoided; second, 
eliberate policies of fixing agricultural producers’ prices 
t levels aimed at keeping the development of farmers’ 
icomes at least in line with those of industrial workers; 
hird, a rise in the prices of imported foodstuffs; fourth, 
acreases in indirect taxation or in customs duties; and 
fth, and perhaps most important, increases in distribu- 
уе costs and/or margins. 


The inflationary effects of temporary increases in food 
rices are often perpetuated through the sliding-scale 
lauses of collective wage-agreements or established in 
ther ways. Such clauses exist in Belgium, Denmark, 
‘inland, Italy and Norway, in France for the minimum 
yage, and in the United Kingdom for a small proportion 
f workers. Whether wage adjustments to cost-of-living 
acreases are provided for automatically or through the 
e-opening of wage negotiations when the cost of living 
as reached a predetermined level, they hardly operate 
xcept in an upward direction. Such wage increases are 
mrelated to productivity advances and their effect on 
usiness costs is thus indeterminate. However, they raise 
yage-incomes and hence the demand for wage-goods, 
nd thus exert an upward pressure on the general level 
f prices from the demand side, even after erratic and 
smporary retail price increases due to food prices have 
ome to an end. Furthermore, even if sliding-scale 
djustments apply to lower-wage categories only, these 
acreases tend to spread to other wage categories, as 
vorkers in other occupational groups or grades of skill 
trive to maintain their wage differentials. 


_Centrally-determined increases of prices paid to farmers 
ontributed to the rise of food prices in 1964 in Denmark, 
reland, Norway and Sweden. 


In 1963, for the first time in a decade, the rise of import 
rices of foodstuffs began to contribute directly to the 
acrease in the cost of living. In fact, world prices for 
oodstuffs, which had been more or less stable between 
954 and 1958 and declined between 1958 and 1962, 
tarted to rise at the end of 1962. The impact of this 
acrease varied in different countries, depending on the 
attern of food imports and on differences in the share of 
nported food in total food consumption. For example, 
1 the United Kingdom, where food imports account for 
lmost one-third of total food consumption, the increase 
1 import prices of foodstuffs over the two years 1963 
nd 1964 amounted to some 13 per cent, and can be 


61 This has, for example, been the case of the Salaire minimum 

iterprofessionnel garanti (SMIG) in France which, although it 
was intended to be no more than a sort of subsistence wage and to 
ave no appreciable influence upon other wages ” (see Е. Perroux, 
Structural Inflation and the Economic Function of Wages: The 
rench Example”, in The Theory of Wage Determination, dont 
пор (editor), London 1957), has exerted a considerable influence 
n the whole French wage-structure, and wage-differentials have 
mained remarkably rigid. (See International Labour Review, 
ebruary 1964, pp. 139 and 152.) 


ll be directed more deliberately towards influencing the _ 


estimated to have contributed almost one-half of the 
total rise in food prices in the same period. 
The increase in costs of distribution seems to have 


become one of the predominant factors in raising retail 


prices. It is true that improvements in transport systems, 
the mechanization of warehousing, the development of 
self-service, etc. tend to make for a reduction of distribu- 
tion costs. However, the operation of negative factors 
seems to have more than offset these positive develop- 
ments: “competition costs” have increased, the range 
of products required by the consumer has widened, and 
factor costs (especially labour-costs) have increased more 
than productivity, in particular because the widening of 
the size of selling units proceeds very slowly.” 


Prices of manufactures 


Producers’ prices of manufactured goods were re- 
markably stable (or rose little) in 1963 in all the countries 
shown in Table 10, with the major exception of Italy.® 
In 1964 they began to accelerate everywhere, except in 
France, and the rise was particularly sharp, compared 
with 1963, in Ireland and the Netherlands, and continued 
to be high in Italy. Furthermore, there appears to have 
been a widespread acceleration of the increase in the latter 
part of 1964. However, if compared with the increase in 
unit labour costs, the rise was moderate in Finland, France 
and the Netherlands, but raw materials prices have 
tended to rise steadily since the end of 1962.54 


In Norway and Sweden producers’ prices of manu- 
factured goods rose rapidly, especially in the third quarter 
of the year, in spite of stable (or even declining) unit wage 
costs. In western Germany, also, prices of manufactured 
goods rose during 1964; in certain branches of industry 
(such as mechanical engineering and steel making, where 
demand and competitive conditions favoured price 
increases, even though costs did not increase) profit 
margins must have risen considerably. 


In Belgium the state of demand until the latter part 
of 1964 favoured the passing on of higher costs in the 
form of higher prices, and the index of prices of manu- 
factured goods did, in fact, rise steadily during 1963 
and 1964. However, the competitive position of Belgian 
industry does not seem to have been greatly affected, 


62 The following example for Italy shows how the particularly 
small volume of retail sales per shop can affect unit overhead costs 
and hence retail prices: the price paid for 1 kg of peas to the farmer 
in the region of Naples is 40 Lire, the wholesale price paid by the 
retail shop in Milan is 72.50 Lire and the price to the final consumer 
is 140 Lire. See Atti del Convegno Nazionale sui Problemi del Com- 
mercio Interno, Pavia, June 1963. 

63 Jt should be noted that the figures in the column “ Second half 
of 1964” refer, in fact, in most cases to the third quarter only. 


64 [6 should further be borne in mind that the data in Table 10 
intended to give a measure of unit wage costs are neither precise nor 
comparable between countries in the majority of cases. The reason 
is that they are often based, on the one hand, on data of employment 
in numbers or man-months worked which fail to reflect the shorten- 
ing of the working week and, on the other, on data of wage-rates 
(rather than earnings) which do not reflect the wage drift. Therefore, 
also, a comparison of unit wage-costs and manufacturing prices 
does not permit any safe conclusions concerning the behaviour 
of profits. 

5 See Monthly Report of the deutsche Bundesbank, October 1964. 
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CHART 2 


Annual increase in total cost of living and contribution of main components 
mn in certain western European countries in 1962, 1963 and 1964 
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since the earlier relative price advantages have not yet 
been entirely whittled away. 


Wages 


More acute wage pressures had already developed in 
the Netherlands by the end of 1963 and were beginning 
to threaten also in Finland, Ireland and the United 
Kingdom. In fact, in the former three countries, and 
particularly in the Netherlands, wage increases in 1964 
exceeded productivity advances so that labour costs per 
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1964 
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NOTE. — Food includes drink and tobacco ; housing includes rent, 
fuel and light; manufactures comprise clothing, household durable 
goods and other manufactures not included under food; and 
services exclude rent. 
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unit of output rose sharply. In the United Kingdom 
output per worker remained in line with wage-increases 
in the first half of the year; but when the rate of growth of 
output slowed down in the second half unit wage-costs 
rose. 

In France and Italy wage increases were a little smaller 
than in the preceding year. In the former country, unit 
labour costs remained almost stationary in the first half 
of the year, when output was substantially higher than 
in the same period of 1963, but registered a sharp advance 
in the second half, when output and productivity growth 


slackened. In Italy the rate of expansion of industrial 
production slowéd down in the first half of 1964 and 
actually declined in the third quarter, so that unit wage- 
costs rose about as fast as in the previous year in the first 
half of 1964 and accelerated very much in the second 
half. 
— № western Germany, Norway and Sweden, on the 
_ other hand, and to a lesser extent also in Austria, wage 
_ increases in 1964 accelerated very little, if at all, compared 
with those experienced in 1963, but although they remained 
high productivity advances partially or totally offset these 
_ increases. 


These developments confirm previous experience that, 

in countries where expansion of industrial output and of 

_ productivity (on which the former has come to rely 

almost exclusively) is maintained at a high and stable 

_ Tate, wage-cost pressures can be better contained, even 
_ when wages rise rapidly. 


_- In a number of countries a further rise in wages is 
expected as a consequence of agreements recently con- 
cluded or to be negotiated shortly. In the Netherlands, 
although the worst of the labour market strain is believed 
to be over, a further increase of some 8-9 per cent is 
expected in the level of wages in 1965. This will cause a 
wage-increase of more than 25 per cent in the two years 
1964 and 1965, compared with the official target for 
wage-increases of 5 per cent per annum. It is evident, 
therefore, that a revision of the rules and procedures 
governing wage-policy in the Netherlands is becoming a 
matter of considerable urgency. 


In western Germany, wage- and salary-rate increases 
accelerated in the fourth quarter of 1964, and the new 
agreements affected some 7.5 million employees as 
compared with only 3.2 million in the corresponding 
period of 1963. From what is known about wage-negotia- 
tions in the first quarter of 1965, the rise in the first 
quarter of hourly wage rates for the economy as a whole 
is estimated at some 8 per cent above the corresponding 
level of 1964. If an estimated wage-drift of 1-2 per cent is 
added, the rise in hourly earnings of some 10 per cent in 
the first quarter, compared with an estimated rise of out- 
put per man-hour of 5 per cent for 1965 as a whole, 
suggests a substantial acceleration of unit wage-costs. 


In the United Kingdom, the pattern of wage-awards 
at the end of 1964 and early in 1965 and the size of some 
important outstanding claims point to continued cost 
increases, although there is still a chance that the new 
approach to an incomes policy by the government may 
lead to a more satisfactory outcome in some of the 
major pace-setting sectors, where negotiations are still 
in progress. It has been estimated that the hourly wage- 
rates index, which rose at an annual rate of some 514 per 
cent during 1964, will increase by some 6 per cent 
during 1965.66@ Moreover, the general move towards a 
forty-hour standard week will contribute to raising unit 
wage-costs. 


86 See address by the Chairmian of the Social Economic Council, 
De Tijd-de-Maasbode, 8 January 1965. 
ва National Institute Economic Revizw, February 1965. 
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In Norway the agreements concluded during 1964 
affected about three-quarters of total personal income- 
earners, giving an increase of 3.2 per cent in 1964 and 
another 1.6 per cent increase in 1965. The agreements 
were concluded for two years and all but one contained an 
“ escalator ” clause giving the right to claim new negotia- 
tions if the consumer price index were to increase above 
the level of 120.6. This level was reached by the beginning 
of the year and new negotiations resulted in a total 
average increase, from the middle of February, of a little 
less than 6 per cent, including the above-mentioned 1.6 
рег cent, which —according to last year’s agreement — 
was to take effect only in April. The new limit is now 
fixed at 127.8. Further wage-increases this year may then 
be unlikely, also in view of the fact that the latest agree- 
ment was reached on the assumption that the government 
will succeed in checking price increases. In Denmark 
wages will be raised in the spring due to adjustments to the 
cost-of-living index and to the new agreement recently 
concluded (see section 5). 


In Italy, on the other hand, no important collective 
agreements are expected to be renewed in 1965 so that the 
rate of wage-increases may decline further and move into 
line with the rise in output.® 


From such information on wage-agreements for 1965 
as is available, it would appear that wage-pressures are 
increasing in a number of countries where economic 
expansion and high levels of demand continue and, since 
productivity advances may be expected to slow down, at 
least in so far as they rely on higher capacity utilization, 
this will also accelerate wage-cost increases for the time 
being. In other countries, where stabilization measures 
have been taken to check the rate of demand and cost 
increases, these measures usually operate more quickly 
on output than on costs. Thus, wages and prices may well 
continue to rise for some time а[50.5° After a while, 
however, strains on the labour market may ease sufficiently 
to reduce the wage-drift and eventually also to moderate 
wage-demands. However, the impact of slower wage- 
increases оп wage-costs per unit of output may be offset, 
and sometimes more than offset, by the slower rate of 
growth of output and hence of labour productivity. 
This seems to have been the case in France and Italy 
in the latter part of 1964. The question then arises of the 
right timing (and also the right pattern) of a resumption 
of output expansion. Its impact on productivity growth 
through rising capacity utilization, and hence on wage- 
costs, will be especially favourable at the beginning of 
the upswing. It is, thus, a general major policy problem 
for both groups of countries: those which are now running 
into inflationary difficulties and those which have already 
made efforts to combat them — how to plan the right расе 
of expansion, and how and when to control it as pressures 
on the labour market regain momentum. 

67 See Ministry of the Budget, Relazione previsionale e pro- 
grammatica per Гаппо 1965, Rome, September 1964, р. 7. 


68 As has been pointed out at the beginning of this section, the 
effect on consumers’ prices of cost developments is difficult to 
predict. Delayed upward adjustments of administered prices may 
also be made in periods when a restrictive policy course is being 
pursued and some of the factors determining food prices follow an 
independent path. 
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3. THe LABOUR MARKET 


The rate of growth of the employed labour force, 
which in most countries had slackened during two 
consecutive years, 1962 and 1963, was resumed or at least 
stabilized in 1964 (see Table 11). With the exception of 
Italy, the increase in industrial employment was almost 
entirely responsible for this change.”° The number of 
wage- and salary-earners in the manufacturing sector, 
which fell in most countries in 1963, increased, or stopped 
declining, in 1964. In addition the average number of 
man-hours worked was somewhat greater than in 1963, 
despite the continued tendency for a shorter working 
week and longer holidays, since the number of days 
lost in the first part of the year, due to unfavourable 
weather conditions, was smaller, so that labour inputs in 
terms of the total number of hours worked increased even 
more than the number of persons employed. 


In 1962 and 1963 the mobility of workers among 
industrial sectors was considerable as a consequence of the 
substantial release of workers from declining branches 
of industry or from industries undergoing important 
rationalization processes, or from firms which had 
“hoarded” surplus labour in previous years, in the 
expectation of persisting manpower scarcities. This 
contributed to the reduction of overall demand for 
industrial labour in those years. In 1964 the change in the 
pattern of industrial employment was only marginal, so 
that the net demand for industrial labour increased more 
than in the two preceding years. 


In some countries the vigorous expansion of output 
(at least in the first half of the year), accompanied by a 
high degree of utilization of the existing labour force, 
was a contributing factor to the rise in overall demand for 
industrial manpower. Nevertheless, the increase of 
employment was only marginal compared with the rise of 
production. Industrial output continued to depend more 
on the rise of productivity than on the increase of labour 
inputs (see Table 10). Industrial employment tends to 
become less sensitive to cyclical swings in demand and 
output.”: Rationalization processes are accompanied by a 
tendency towards a rising share in the total industrial 
labour force of those employees whose numbers cannot 
be reduced significantly when output temporarily slackens 
and, conversely, do not need to be increased when demand 
expansion is resumed until capacity limits are reached. 
In other words, labour costs —like capital costs — 
increasingly tend to become overhead costs, the unit 
incidence of which fluctuates in inverse proportion to 
short-term fluctuations of productivity (depending on the 
degree of factor utilization). Moreover, it takes some 
time for demand for industrial labour to adjust to output 


89 The labour force (or active population) comprises, by definition, 
civil employment, the armed forces, the unemployed, and those 
seeking work for the first time. 

70 Industrial employment includes employment in manufacturing, 
mining and electricity. 

™ Tt is difficult to establish a direct and simultaneous relationship 
— in the short run — between rates of growth of industrial output 
and demand for industrial manpower. In fact, the comparison 
between the rates of growth of output and employment in manu- 
facturing for the last four years does not show any correlation. 


requirements, owing to the persistent shortage of skilled 
workers and highly trained office staff. Where output 
declines, firms are reluctant to dismiss trained personnel, 
as it may be difficult to find the right people when they 
are needed again. Conversely, firms start to recruit 
personnel some time before production rises again, in 
order to have sufficient manpower when the expected rise 
in demand materializes. 


The sources of manpower supply 


Table 12 summarizes, for the eight countries for which 
information is available, some trends in demand for, and 
supply of, manpower over the last three years. Column A 
shows, year by year for each country, the labour inputs 
(in thousands of persons employed) in the sectors which 
expanded employment, and Column B gives a breakdown 
of the sources of supply of manpower: the number of 
persons released by sectors where employment declined, 
the decrease in unemployment and the change in the total 
labour force. The latter item is the result of several factors 
operating in opposite directions: the changes in the 
domestic potential labour force (i.e. population of 
working-age), the changes.in activity rates (in turn due to 
long-term trends in retirement age, school attendance 
and activity of women, and to short-term cyclical swings 
in activity of a certain section of the potential labour 
force) and the effect of the net balance of labour 
migration.”” 


Most of the figures shown in the table (such as changes 
of employment in agriculture and in services and, 
consequently, even the total change in the labour force) 
represent only preliminary estimates of varying reliability 
and subject to subsequent revision. Nevertheless, even if 
figures have to be considered as mere orders of magnitude, 
a few noteworthy features emerge from the table. 


The decrease in unemployment was an important 
source of additional manpower in only one country, the 
United Kingdom. It is true that the reduction in un- 
employment added very little to the productive power of 
the country (some two-thirds of one per cent of the civilian 
labour force). Nevertheless, it accounted for one-half of 
the addition to total manpower supply in 1964. The rest 
of the increase results from additions to the working-age 
population, while the activity rate apparently did not 
change much and movements out of the agricultural 
sector have been only small. 


In the longer run, at any rate, demand for labour in 
the service sector is undoubtedly developing steadily. 
In Belgium, Finland and western Germany, however, the 
slacker growth of employment in this sector in both 
1963 and 1964 can be attributed to labour scarcity and/or 
to competing industrial demand for labour. In France 
employment in services, as well as in industry and con- 
struction, is rising pari passu with the increase of the labour 
force. In the United Kingdom the rate of increase of 
employment in the services sector seems to have become, 


ce An analysis of these factors was given in the SuRVEYs 
1962, Part 1, and 1963. pS 
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unemployment . 


rease in labour force . . ae, i 
1962 to 1963 | | 
О БЕ о и S 24 eS ae 101 
TRENCH иск sw ES > Be gaanp eee 
onstruction с оо зан а 12 и 2 92 
НИ is ве вл io tT 
Decrease in unemployment 12 hy 
Increase in labour force . . 19 12 
1963 to 1964 * 
SERVICES. Pee Re ate dee tae ae Ри 12 225 
О weiter ek Rees ties te OA a 5 175 
Gonstmictiony ие. а. = 7 10 110 
Я О о о 1 1 
Decrease in unemployment 10 3 
Increase in labour force . 23 23 
Sources : National statistics. 
Note. — Column A shows the increase in the employed labour force in 


expanding sectors. Column B provides a breakdown of the various sources of 
supply of manpower — the number released by other sectors, the decrease in 


in addition to changes in unemployment and cyclical 
swings in activity rates, one of the indicators of the state 
of the labour market. In 1962 for example, when strain 
in the labour market had eased appreciably (thanks to 
demographic additions to the labour force and declining 
demand for industrial manpower) the increase of employ- 
ment in the services sector was considerable; and, at the 
same time, activity rates apparently declined, while 
unemployment гозе.?3 This trend continued in 1963, 
but in 1964 fresh strains developed: demand for industrial 
manpower rose again in lagged response to the earlier 
increase of output, while demographic additions to the 
working-age population were less than in the preceding 
years, and unemployment declined. Nevertheless, the fact 
that the number of workers absorbed by the services 
sector rose, while activity rates remained unchanged, 
suggests that the labour market still had a considerable 
reserve. It became tighter towards the end of the year but 
there is still the possibility not only that activity rates may 
begin to increase faster but also that some expansion of 
manufacturing industry’s demand for labour may result 
in a falling rate of increase of employment in the services 
sector. 


73 See the Survey for 1963, Chapter II, Table 19. 


197 19 42 12 | 143 
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86 63 24 1 | 28 
95 153 515 тм 8 
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155 268 42 12 124 
5 15 4 101 
81 10 19 1 74 
100 120 328 10 6 
55 16 —46 3 2 
355 105 = 63 9 


== 7 = 
unemployment and the increase in the labour force. Figures are annual averages 
for all countries, except those for Great Britain which refer to June. 


@ Excluding Northern Ireland. 


Labour scarcities 


On average for the year, and in western Europe as a 
~ whole, unemployment was lower and unfilled vacancies 
were higher in 1964 than in 1963. However, because of the 
hard winter in 1963, a comparison of the first half of 1964 
with the corresponding period of the previous year is 
misleading. A comparison of data for the third quarter 
of the year with the corresponding figures for the two 
preceding years reflects rather more accurately the trends 
which operated in the labour markets. The table below 
compares the ratios between unfilled vacancies and 
unemployment in the third quarter of each of the years 
1962, 1963 and 1964, for those countries for which data 
are available.” 


* The ratios reflect roughly only changes in the demand-supply 
relationship. Very little can be derived from the absolute size of the 
indicators and international comparison is not possible because 
neither the methods of collecting data nor the coverage for the 
various countries are the same. For example, figures do not show 
the geographical distribution of vacancies and unemployment, and 
thus conceal local scarcities and surpluses. It should also be borne in 
mind that changes in the demand-supply relationship can be mis- 
interpreted when the number of unfilled vacancies is not a true 
measure of actual unsatisfied demand: this happens, for example, 
when firms do not register vacancies because the chances of obtain- 


Occupational group 

1962 

о” ieee og ct sts, Rn a eee 
meomntruction workers... 5... ses ee se ee 249 
а sara Gn). Иск 182 
_ Textile and clothing (including leather workers). . . . 77 
а а а ыы 40 
о ОА i ya, Wh de a 4) ome hom 8 
Technical workers, draughtsmen, engineers .... . 35 
MD IStIOULION WORKERS; sh. oc). vos cs ok te 8 19 
BE TISCOHADEOUS)SELVICES 20. wis ss eta ke eke 16 


Sources : National statistics. 


ь Note. — Figures refer to September for western Germany and the United 
Kingdom, and to October for France. 


Number of unfilled vacancies per 100 persons unemployed 
in selected western European countries 


Third quarter 
1963 


1962 964 
RUSE осн soe os 151 123 128 
EIS "se sae Se te 47 78 65 
LAKE ee ste ay Se ee xe 69 59 
Western Germany. . . . 708 620 692 
iINethenands. 0% oft Js6 507 554 613 
NOD Way Soaks м 68 54 67 
еее 01. ie 303 367 366 
United Kingdom?. ... 54 48 106 


Sources : National statistics. 
@ Unfilled vacancies per 100 applicants excluding repairiates. 
> Excluding Northern Ireland. 


These ratios suggest that in at least four of the countries 
listed above — western Germany, the Netherlands, Norway 
and the United Kingdom—the labour market on the 
whole grew tighter during 1964. In the Netherlands this 
was the continuation of a trend already evident in 1963, 
and in western Germany, Norway -and the United 
Kingdom the increasing strain in 1964 followed a slight 
lull in 1963. In Belgium and France global data suggest 
that the pressure of labour scarcity receded, or at least 
ceased to intensify; in these countries, moreover, a fact 
not reflected in the above indicators of the labour market 
is that partial unemployment noticeably increased between 
the end of 1963 and 1964. In France, the number of 
workers put on short-time in January 1965 was about 
180,000 as compared with 87,000 in the corresponding 
month of 1964. About three-quarters of the total number 
of days lost were accounted for by the textiles and clothing 
industry (including the shoe industry), and almost all of 
the remainder by the metal industry (especially motor- 


ing the required manpower are very slim, or, conversely, when they 
register vacancies in several labour exchanges in different regions. 
A further complicating factor is that a part of labour demand does 
not go through official channels. 


France 
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TABLE’ 13> 


Unfilled vacancies and unemployment by main occupational groups in three western European countries, 1962 to 1964 


Number of unfilled vacancies per 100 persons unemployed % 


Western Germany United Kingdom 9 


1963 1964 1962 1963 1964 1962 1963 1964 
217. 2071 Peas” 10st 9 4 att apenas 
296° -122" “| 32699" 51503. 2485 | Ol Ч 
Bi TF ASO 1986. 1256 al 0-0 eas 
$0363 868, 17340 961 108." ПИЯ 
B61, но № SUS F518 9. Asti aes 
3 3 |399 330 365 
9 6 | 502. 373 483 р ee 
i, 16. | Ais а а па 
is, 17 ap an” See) as ae 


46 40 81 


@ Applicants for employment in France. 


© Excluding Northern Ireland. Ratios refer to adults only (over 18 years); for the 
grand total, the ratios including young people are 46, 46 and 100 recpectively. 


vehicles and machine-tools). In Belgium, too, partial 
unemployment (especially of women) rose suddenly in 
October and November, and was concentrated in the 
textiles and leather industry. This was partly due to a 
recession in the domestic industry, but included some 
border-crossing workers (in French, “ frontaliers ”) 
affected by work stoppages in the industry of northern 
France. The number of partly unemployed was more than 
3,000 higher in October 1964 than in the previous year, 
and in November it suddenly increased by 7,500, i.e. by 
almost 50 per cent. 


Even countries which did not experience general labour 
shortages had to deal with persistent scarcities in certain 
occupational groups; and, paradoxically, in countries 
where labour market strains on the whole intensified, the 
supply of labour for certain occupational groups proved 
to be more elastic than previously. In Table 13 an attempt 
has been made to identify, for a number of countries, 
the occupational groups for which the labour market 
has recently tended to become tighter, and those in which 
some relaxation has occurred. The table shows how the 
ratio of unfilled vacancies to unemployment has developed, 
by occupational groups, during the last two years.”® 


Demand pressure on the west German labour market, 
which had eased considerably in 1963, rose again in 1964. 
In the occupational groups comprising metal producers 
and processors, which were especially favoured by the 
cyclical trend, the disproportion between demand and 
supply increased from September 1963 to September 
1964 from 10 to 13 vacancies for every person out of 
work. Strains in that country also intensified for workers 
in the textile and clothing industries and for technicians 


76 The month of September has been chosen as the month of 
reference for western Germany and the United Kingdom, since, 
being free from seasonal influences and accidents, it seems to show, 
in a satisfactory way, annual tendencies. For France, preference 
has been given to the month of October, the latest available, as 
reflecting better important developments, which took place recently. 


reflected in the sharp decline of the demand-supply 
_ тамо for the occupational groups of workers in these 

_ зесфогз.?7 The easing of demand pressure revealed by the 
figures for building and construction workers was clearly 
connected with the large recruitment of foreign workers in 
these sectors (see below). Nevertheless, building workers 
and miners remained the only groups for which total 
unsatisfied demand, as measured by unfilled vacancies, 
outran the number of people out of work. 

In the United Kingdom, labour shortages increased in 
all occupational groups for which the ratio of unfilled 
vacancies to unemployed is shown in Table 13, with the 
exception of construction workers. In particular, shortages 
of skilled labour are reported as one of the principal 
bottlenecks to increased output in the engineering and 
other capital-goods industries. 


Occupational and geographical: maldistribution of the 
labour force in France 


Indicators of the change in the degree of demand 
pressure in France during 1964 reveal the existence of 
increasing labour surpluses in most occupational groups. 
Nevertheless, shortages of manpower persisted in some of 
them, owing to the maldistribution of applicants for 
jobs, as is shown by the table below. 


Occupational distribution of applicants for jobs 
in relation to unfilled vacancies in France 


October 1964 
Number of 
Percentage unfilled 
Occupational groups of total vacancies 
applicants per 100 
applicants 
АБО Е еее: вв 22 21 
OPTICS WOLKETS a5 acne TEREST Seagate 20 3 
Miscellaneous seryices:. ее. 20 18 
Total occupational groups above ... . 62 14 
Building workers and industrial workers . . 25 78 
ToraL, including other occupational 
ОА ЕН 100 31 
of which: nion-skilled о. 69 


Source : Statistiques du Travail et de la Sécurité sociale, November 1964. 


Nearly two-thirds of the total number of applicants 
were concentrated in such occupational groups as 
Jabourers, office workers and workers in the services 
sector, while most of the vacancies (more than 60 per cent 


7 Tn the textiles and clothing (including footwear) industry the 
down-swing in demand was almost general, but in the metal industry 
the recession affected only certain branches —such as motor- 
vehicles and machine-tools. 


of 91) départements, whe 


power was far below the national ave 

of them, practically nil). ыы. é 
The maldistribution, both occupational and 

graphical, of the French labour force was even mo! 

nounced for young applicants. As many as 43 per 

of the applicants under 18 years of age were concentrat 

in six départements, while about 40 per cent of all yacan- 

cies open to young workers were concentrated in three 


other départements which greatly lack young manpower.** 
No less than 70 per cent of the total number of young 


applicants (50 per cent of the boys and 90 per cent of the 
girls) applied for jobs in the “ non-commodity producing " 
fields and about one-half of this proportion applied for 
office jobs, for which there were practically no unfilled 
vacancies. Only 28 per cent of the young applicants 


showed a. preference for factory jobs, for which the 


number of vacancies was 6128.81 


While very little can be done to increase the occupa- — 


tional and geographical mobility of older workers, 
vocational orientation and training schemes can do much 
to increase that of younger members of the labour force. 
The importance of this problem arises from the fact that 
the generation of the postwar “ baby-boom ” has begun 
to enter the working population, and the proportion of 
young workers in the total labour force is increasing year 
by year.®* Between September 1963 and September 1964 


78 It was reported, for instance, that the “ Forges de Strasbourg ” 
were unable to induce thirty welders to go to Alsace, and had to 
employ Turkish workers. Similarly the “ Houilléres de Lorraine ” 
had to search for miners in Anatolia, while there were miners in a 
neighbouring district who were on the verge of unemployment or 
premature retirement. See Le Monde, 23 June 1964. 


79 The nine départements, which account for about one-third of the 
total number of wage- and salary-earners in France are the follow- 
ing: Alpes-Maritimes, Bouches-du-Rhéne, Gironde, Hérault, 
Loire-Atlantique, Morbihan, Seine, Seine-et-Oise and Var. In these 
nine départements the number of unfilled vacancies per 100 applicants 
i on the average, about 10, while in the other départements it was 
about 45. 


8°In September 1964, 3,640 young applicants, out of a total of 
9,920, were concentrated in the following départements: Nord, Pas- 
de-Calais, Bouches-du-Rhéne, Seine-et-Oise, Seine-Maritime, and 
Ile-et-Vilaine. At the same time, 2,618 vacancies out of a total of 
6,690, were open to young people in the following départements: 
Haut-Rhin, Bas-Rhin and Seine, where young applicants were few. 


81 In September 1964, the number of unfilled vacancies Open to 
young applicants was only four per 100 for office jobs, while for 
factory jobs it was 156. Jobs offered in the textiles and clothing 
occupational group were as many as 444 per 100 applicants. As 
most of the young applicants (about 70 per cent) were looking for 
work for the first time, and a large number of them were untrained, 
the occupational distribution of applicants was mostly an indication 
of preferences, whereas placements were largely concentrated in 
other occupational groups. 


82 Тре proportion of young people in the total number of appli- 
cants (which was only 5 per cent in 1957) rose from 8 per cent in 
1962 to 9.5 per cent in 1963 and to 11 per cent in 1964. In 19 départe- 
ments it was higher than 20 per cent, and as high as 30-40 per cent 
in some of them. 


our market had so changed 
“scarcities were occurring in certain 
r, imbalances in the labour market did 
come to light for some time —in fact, it was believed 
hat the readily employable southern and rural labour 
_тезегуез remained plentiful. It became clear only in 1963 
that the pattern of the Italian labour market was gradually 
_ coming to resemble that of the most highly industrialized 
___ countries of western Europe. The process was temporarily 
_ interrupted in 1964, and the change in the cyclical situa- 
_ tion affected the recently established employment pattern 
in a way peculiar to Italy’s deep-seated social and 
- occupational traditions. The following description 15 
therefore of a type of adaptation to changed short-term 
conditions which could not have occurred in other 
industriai countries. 


Some striking facts characterize the development of 
the Italian labour market in 1962 and 1963: a large 
increase of employment in industry and construction, 
a relatively small rise of employment in the services sector, 
a steady fall of unemployment, a large exodus from rural 
occupations and, finally, a considerable decline in the 
labour force of the order of 300-400,000 people per year 
(see Table 12).33 At a time when the population of 
working-age was still growing by almost 300,000 people 
per year, a decrease in the labour force of such magnitude 
cannot be explained by emigration or by higher school 
attendance аопе.83@ Hence, the decline in 1962 and 1963 
was, to a large extent, the product of the substantial out- 
flow of workers from rural occupations. With the transfer 
from country to town, certain members of the family 
— especially women and young people — who previously 
were formally included in the active population (but in 
reality largely under-employed) passed statistically into 
the non-active group. At the same time, it is likely that, as 
more stable and better-paid jobs were created in industry 
in 1962 and 1963,¢snany people left precarious and 
marginal activities in all other sectors. The shift from self- 
employment to employee status and, in general, to higher 
productivity employment has been an important factor. 


А mo 


ПО 


88 The figures given for the Italian labour force refer to the results 
of the quarterly sample surveys carried out by the Central Statistical 
Office. They are subject to a large degree of approximation and 
must therefore be interpreted as mere orders of magnitude. 

8за Emigration accounted for a reduction of some 100,000 per 
year. The increase in school attendance deprives the labour force of 
perhaps some 50,000 per year. 


“Total emptoyed aioe ae 


Unemployment | О 
Total labour юге ....... х 


Source : Notiziario а, Serie 3, Popolazione, Foslio 43, Decemil 


of total unemployment, after many years of steady decline; 
and fourth, the fact that fewer people left agriculture than 


in 1963. The combined outcome was that the total labour — 


force declined much less in 1964 than in 1963. 


Global figures conceal, however, several features which 
must be taken into account for an understanding of 
recent developments on the labour market. Some of these 
features are revealed by the following table, showing the 
change in the pattern of employment, broken down by 
occupational status and by sex. 


Changes in the Italian labour force in 1964 
by occupational status and by sex 


Changes between October 1963 and October 1964, in thousands 


Self-employe дана Bn i Е Industry Services Total 
family helpers: men .. —93 81 121 109 
women . —107 oe 23 —109 

Wage- and salary- 
earners: men... —85 —130 147 —68 
women . —127 —109 9 —227 
Total employed: @ men . . —178 —49 268 41 
women . —234 —134 32 —336 
Unemployed: Wen =. as а oe 107 
women . oe = oa 26 
Labour force: men... a az ва 148 
women . = ge = —310 


Source : As for preceding table. 
@ The corresponding figures for 1963 were as follows: 


Agri- 7 
Пе Industry Services Total 
2 Men... —239 270 90 121 
Women . —363 —57 —34 —454 


and the total labour force, between October 1962 and October 1963, declined by 
435,000, which resulted from an increase of 51,000 men and a decrease of 486,000 
women. 


The way in which the downturn of economic activity 
affected the pattern of employment, rather than its 
volume, is clear from the above figures. The imbalance 
between the demand for, and supply of, labour was much 
greater than the increase in unemployment would suggest. 


The above table brings out: first, the impressive increase 
of employment in services in 1964; second, the decline — 
of employment in industry and construction; third, the rise _ 


Хы 


or occasional employment in handicrafts and the service 
trades; and finally a large number of women who were 
released by industry left the labour force. 

The total balance-sheet of manpower supply and its 
destination in 1964 is summarized, separately for men 
and women, below: 


Balance-sheet of the labour force in Italy in 1964 
Changes between October 1963 and October 1964, in thousands 


Men Women 
а Destin- eit Destin- 
supply ation supply ation ; 
Wemealture st so. Se sos) Ee 178 234 
Industryssemployces!.. sa eens 130 109 
Industry, self-employment ... . 81 25 
ERVICES ЕР ОУЕЕЗ А ein + nw be о Е 9 
Services, self-employment 121 23 
Wnemployment.. <<. sees... =: 107 26 
Increase (+) or decrease (—) in the 
АБО ОС НВ. +148 —310 
456 456 58 58 


Source ; As for preceding table. 


It is clear from the above figures that the excess of 
labour supply and the consequent overcrowding of 
marginal activities affected, on the whole, only men. It 
is true that the female labour force decreased considerably 
less in 1964 than in 1963 (310,000 as against 486,000), 
but the difference is explained by and large by the smaller 
number of women who left agriculture. Of the 368,000 
women who were released from agriculture and industry 
(apart from new entries to the working-age population), 
only 32,000 were absorbed by the services sector (especially 
self-employment), and 26,000 became unemployed. The 
remainder withdrew from the labour force, and a number 
of them constitute a potential labour reserve reaGy to 
join the active population again as soon as demand for 
labour геу1уез.86 


®4Tt is reported that, as from May 1964, the migratory balance 
of the large towns in the industrial triangle became negative, which 
suggests not only that the large industrial centres began to reject 
new immigrants (for lack of work opportunities), but also that a 
number of southerners (especially the recent immigrants) went 
back to their home regions. 


8° There are several possible reasons for this: difficulties in adjust- 
ing personnel to output requirements on a short-term basis; con- 
fidence in a revival of output in the near future; fear of difficulties 
in finding trained personnel when needed again, etc. It is likely that 
pressures on the part of the trade unions also played a role. 


86 This variable part of the labour force, ready to enter or leave 
the labour market according to demand requirements, is a feature 
common to most countries. See the Survey for 1962, Part 1, 
Chapter II. 
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Changes between October 1963 and October 1964, in thousands 
Sc ee 
Wage- and salary-earners emploved = 
Agri- ee and = Total | 
ИЕР Industry ervices ied 
Industrial triangle . . —13 —41 43 21 10 
North-east and Centre. — —101 63 19 —19 
Mezzogiomoes 5 n= —72 12 41 69 50 
а seme sek —85 —130 147 109 41 


Е Source : As for preceding table. 4 


Norte. — The industrial triangle includes Piedmont, Lombardy and Liguri 
The North-east and Centre comprises the Three Venices, Emilia-Romagna, the 
Marche, Tuscany, Umbria, Northern Latium and the province of Rome. The 
Mezzogiorno consists of Southern Latium and all the southern regions and islands. 


In the industrial triangle, a large number of workers 
released by industry were absorbed by handicrafts and 
services, so that the total number of men at work did 
not decline. Also, in the highly industrialized regions, in 
common with other countries as described above, the 
service trades tend to absorb labour when demand for 
industrial manpower declines. It is worth noting that the 
release of workers by large firms did not take the form of 
massive dismissals, but rather of a failure to replace 
workers reaching retirement age (or who left their jobs 
voluntarily).8° This suggests that a considerable number of 
workers absorbed by services were beyond retirement age 
(and therefore tends to confirm the supposition that 
activity rates for men in the old age-group increased). 


In the Mezzogiorno region the decline of agricultural 
employment in 1964 was almost entirely offset by increases 
in the numbers of self-employed and family helpers, 
while dependent employment in the services sector and, 
to a much lesser extent, in industry also rose. This was 
clearly related to lower net migration to the North and 
to some extent also to re-immigration from the North. 
Since, as is well known, the labour force in the South is 
already overcrowded with workers in the handicrafts 
and services sectors at low levels of productivity, it is 
clear that the increase in employment of men in marginal 
activities has added very little to the output potential of 
the region. The north-eastern and central regions are 
those in which employment seems *№ have been more 


87 The younger age-groups did not apparently contribute to such 
a rise. In fact, the number of young men (under 18 years of age) 
applying for their first job increased normally. It is more likely 
that men in the over-55 age-group, who had previously withdrawn 
from the labour force, went back to work. Between the 1951 and 
1961 censuses activity rates for men in the age-classes 55-65 and over 
65 declined from 80.3 to 70.1 and from 42.8 to 23.5 respectively. 


88 The corresponding figures for women are not yet available. 


8 It is likely, however, that hoarding cannot continue for very 
long. In the absence of a revival in output, more numerous dis- 
missals may be expected in the coming months. 
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of shock-absorbers have prevented — 


‘alian employment situation from becoming alarm- 
but they have not sufficed to prevent a serious de- 
terioration of the occupational structure. Figures for the 
numbers employed (especially in the services sector) 
conceal an appreciable degree of under-employment, 
which has been reflected in the setback to productivity.% 


_ The size of the increase in open and concealed unemploy- 
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ment (including workers put on part-time working or 
engaged in marginal activities and a considerable number 
of women who did not appear in the labour market in 
1964) suggests that the labour reserves on which the 


Italian economy can rely when activity revives are sub- 
‘stantial. Nevertheless, they are less adequate than they 


appear when untrained and untrainable manpower, 


unsuited to work in modern sectors, is deducted. It is, 


4 therefore, not unlikely that a revival of economic activity 


by 


# 
wt 
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-will again run into the problem of labour scarcity. 


Foreign manpower 


The number of foreign workers employed in continental 
western European countries in 1964 (at the summer peak) 
may be put at well over 3 million. This figure includes the 
following totals for individual countries: over 1,000,000 in 
France; 820,000 in Switzerland; 1,000,000 in western 
Germany; 140,000 in Sweden; 100,000 in Belgium; 30,000 
in Luxembourg; 45,000 in the Netherlands; 40,000 in 
Austria; 15,000 in Norway; and—strange to relate—a 
few thousands in Ца1у.3? The grand total does not include 


both naturalized and “ black market ” workers. 


80 The three regions of the industrial triangle accounted for about 
40 per cent of the total wage- and salary-earners employed by 
industry, while the North-East and Centre for only about 30 per cent. 


91 According to estimates based on the preliminary data available 
on national accounts in 1964, output per employee in the service 
trades declined by 1.2 per cent in 1964 (as against a rise of 4.8 per 
cent in 1963). 

92 For France, an estimate of 1,480,000 in 1963 was published by 
Le Monde, 23 June 1964. There were some 300,000 Algerian Mus- 
lims, who have the status of nationals following the Evian agree- 
ments, and certain other Africans whose numbers are difficult to 
estimate. Italy, of course, has remained basically a labour-exporting 
country. Nevertheless, Spaniards and Greeks began to be employed 
in 1963, the former in agricultural regions (such as the Tuscan 
vineyards) which remained particularly undermanned т con- 
sequence of large-scale urbanization, the latter especially in the 
Lombard metal industry and in various service sector occupations 
(such as dock-working). 

33 In France, for example, the number of immigrants not regularly 
recorded has been substantial in recent years. This can be judged 
by the absolute figures later produced for “ workers whose position 
has been regularized”. This amounted, on average for the first ten 
months of 1964, to 9,000 per month, which accounts for some 
70 per cent of the total number of new foreign workers recorded. 
For other countries information is not available. 


immigrants, western Germany’s labour force 


atistics, the number of im 
reached record levels. 


But for ‘the ‘recruitment of more n 150,0 


have decreased by some 50,000 in 1964 (see Table 12). 
In the Netherlands immigrants constituted about one-— 
sixth of the total increase in the labour force; and шо 
Austria the increase in the total number of foreign workers — 
employed in 1964 accounted for almost the entire increase 
of the employed labour force. In Norway the total 
number of immigrant workers remained practically 
stable, and in Sweden their increase was not particularly 
large. However, the bulk of new immigrants to these two 
countries came from Denmark and Finland and, as a 
consequence of easy naturalization, a large number of 
them are reckoned, for statistical purposes, to have joined 
the national labour force. 

In the labour-importing countries, the new immigrants 
in 1964 were employed, by and large, in industry. In 
western Germany the contribution of immigrants was 
essential for the maintenance of a high level of industrial 
output. In fact, in this secter, total employment hardly 
changed between 1963 and 1964 (see Tables 11 and 12), 
but the number of foreign workers employed in industry 
increased by 125,000 (between September 1963 and 
September 1964). This means that a considerable number 
of west Germans left industry and were replaced by 
foreigners.°* It would thus appear that, without the 
contribution of immigrants, the labour market for 
industrial workers would have been even more strained 
than it actually was. In the Netherlands, eight out of ten 
new immigrants in 1964 were employed in industry and 
represented well over one-half of the total increase in 
industrial employment. In Switzerland almost three- 
fourths of the 1964 increase in the industrial labour force 
was accounted for by foreigners. 

Table 14 shows that the flows of migration underwent 
considerable changes during the year. Italians continued 
to represent the largest contingents of foreign workers in 
western European Jabour-importing countries; 37 but their 
total number has tended to stabilize and their region of 
origin certainly has changed radically—southerners 
having gradually replaced northerners who have returned 
to their home regions. Spain, Greece and Turkey were 


94 The reasons for this are analysed below. 

95 In France, the number of permanent immigrants recruited in 
1964 was 145,000 and those of seasonal workers about 122,000. The 
corresponding figures for 1963 were 116,000 and 101,000 respectively. 
In Belgium 24,595 workers were recruited in the first eight months 
of 1964, as against 17,685 in the same period of 1963. 

88 This is the continuation of a trend already manifest in the last 
few years. See the Surveys for 1962 and 1963. 

87 If seasonal workers are included, they may well have reached 
1,500,000. 
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Note. — Figures refer to August for Austria and Switzerland, September for 
western Germany, Norway and Sweden, and to May (1963) and June (1964) for 
the Netherlands. = 
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the main new sources of supply of foreign labour, but 
the contingents of Yugoslav, Portuguese, Algerian and 
Moroccan workers rapidly increased. Migration from 
North Africa, which until recently was mainly directed 
towards France, is on the increase—thus, in 1964, a 
number of Algerians and Moroccans were recruited to 
the Belgian coal mines. 

In spite of the geographical widening of areas of 
supply, difficulties in the recruitment of immigrants seem 
to be growing. The market for foreign manpower, which 
was a “ buyer’s market” until very recently, seems to 
have turned into a “seller’s market” and concern is 
growing, in most labour-importing countries, about the 
possibilities of maintaining the present rate of immigra- 
tion. Competition among labour-importing countries is 
developing in the countries of emigration, taking the form 
of migration agreements and, often, of the establishment 
of recruitment commissions; “quotations” of wage 
levels and fringe benefits are offered to prospective 
migrants, whereas only a few years ago they set out with 
little knowledge of the jobs and working conditions which 
they would find. Competition among countries receiving 
immigrants is sometimes taking devious forms, as when 
foreign workers recruited by employers in one country 
are enticed to work for firms in another, the latter thus 
avoiding the travel and training costs borne by the 
Готтег.38 


98 Complaints about such incidents have been voiced in the French 
press. It appears that groups of Moroccan miners recruited under the 
French-Moroccan agreement left France and took up jobs in Belgian 
mines just after their training period came to an end. There were 
further complaints that the movements of border-crossing workers 
to the northern and eastern regions of France were reversed and that 
Lille, Roubaix and Tourcoing lost part of their Belgian manpower, 
and also that French workers go to work in Switzerland and western 
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4 For Austria and Switzerland the data refer only to “ controlled ” foreign workers 
— i.e. those to whom a residence permit, conditional on their employment, has 
been issued. If other categories of foreign workers were included, 
1964 would be 40,000 and about 820,000 respectively. 


> For Norway, Sweden and Switzerland by occupational groups. 


Almost all labour-importing countries followed a 


more active and liberal immigration policy in 1964. In 
western Germany, Belgium and Luxembourg—three 


countries where domestic reserves of manpower were 
nearly exhausted—immigration became an indispensable 
safety valve, preventing serious bottlenecks in output. 


Although Belgium’s balance of migration was negative, 
the recruitment of foreign workers continued to be the 
main source of labour supply for the sectors (such as 
coal mining) which have been deserted by domestic 
manpower. A difficult situation has recently developed 
in the employment of foreign miners in Belgium. Serious 
tensions were provoked by the departure of several 


thousand Italian workers in 1962 and 1963. The lack of — 


training and low productivity of the new southern- 
European and northern-African immigrants have led to 
a sharp increase of costs in coal-mining, a sector which is 
already struggling to meet the competition of cheaper 
sources of energy.®? 


In Luxembourg, too, the departure of large numbers of 
immigrants in 1963 resulted in a decline of employment in 
industry and has created serious difficulties for other 
sectors (such as building construction and hotels). In 
the coal-mining and steel industries, where rationalization 
has progressed rapidly, large firms do not seem to have 
suffered much from the decrease in manpower supply. 
On the other hand, small and medium-sized firms in all 
sectors, employing about 50 per cent of all immigrants, 


Germany. The number of French border-crossing workers in these 
regions corresponds roughly to the number of vacancies which 


м unfilled. See INSEE, Problémes Economiques, 1 September 


: 3° It is reported that five coal-mines are to be closed in the near 
uture. ; 
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thus to create outlets for French manpower. = 
The Common Market countries intend to issue some 
500,000 new work permits for immigrants in 1965. 
ле geographical distribution of vacancies open to 
reign workers will be as follows: 300,000 in western 
Germany, 110,000 in France, 30,000 in Belgium, 7,000 in 
Luxembourg and 30,000 in the Netherlands. These 
figures are considerably larger than national forecasts of 
net immigration requirements, since they include the 
important outflows of foreign workers. 
On account of the new situation in the Italian labour 
market, it is foreseen that emigration of Italian workers 
will temporarily speed up again, and that Italians will 
account for more than one-half of the immigrants expected 


‘to move into the other EEC countries in 1965.1 


_ Switzerland’s dependence on foreign labour 
_~ In Switzerland the rate of increase of the total number 


_of foreign workers slowed down from 18 per cent in 1962 
to 7 per cent in 1963 and to 4 per cent in 1964. This was 
_largely due to the regulations restricting the admission of 
immigrant workers which were adopted in March 1963, 
and strengthened first in February and then again in 
November 1964.1" These restrictions were the result of 
the anxiety caused by the excessive dependence of the 
economy on foreign labour. 
The economic reasons put forward in Switzerland to 
justify such concern can be reduced to two.?” First, the 
swelling of the labour force as a result of the large influx 
of immigrant labour was held responsible for the “ over- 
heating ” of the economy. Second, excessive dependence 
on foreign manpower was believed to constitute a serious 
potential danger to economic stability if a large-scale 
outflow were produced by factors outside Swiss control. 
The cause and effect connexions between the inflow of 
immigrant labour and the overheating of the economy 
have been studied by Swiss and other economists,! and 


100 Corriere della Sera, 18 February 1965. 
101 See the Surveys for 1962, Part 1, and 1963, Chapter II. 


_ 102 Recently arguments concerning the social consequences of 
“foreign penetration” of Swiss culture, traditions and the Swiss 
way of life in general have also been put forward in justification of 
measures restraining immigration. This has led to some confusion 
about the economic implications of the inflow of foreign workers. 


103 See, for example: Е. A. Lutz, “ Das Konjunkturpolitische 
Instrumentarium der Schweiz ”, in Revue Suisse d’Economie Politique 
et de Statistique, September 1963; A. Nydeggar, “ Das Problem der 
auslandischen Arbeitskrafte im Rahmen der Schweizerischen Kon- 
junkturpolitik ”, ibid., September 1963; A. Peter, “ Ohne Italiener 
kein Wohlstand ”, in National-Zeitung, September 1962; and, es- 
pecially, the lucid theoretical analysis by V. Lutz, “ Foreign Workers 
and Domestic Wage Level, with an illustration of the Swiss Case”, in 
Banca Nazionale del Lavoro, Quarterly Review, March 1963. 
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nationals was needed to prevent major bottlenecks, — 


stimulating investment demand, has contribu 
inflationary pressures. Moreover, it has postponed the 
process of adjustment to the scarcity of domestic labour | 
in that investment expenditure has been directed more to _ 


widening productive capacity than to labour-saving and = 


rationalization outlays; and this, in turn, has tended to’ 
perpetuate dependence on foreign labour for further 
economic expansion. 

The danger implicit in the extension of productive 
capacity pari passu with the large inflow of foreign man- 
power has been emphasized less by the Swiss authorities 
and Press, but is nonetheless not negligible. As a result of 
selective immigration the occupational structure of the 
Swiss domestic labour force has been distorted; Swiss 
workers have been enabled to move up to the “ high ” 
occupations (again using Mrs. Lutz’s terminology) and 
have been steadily replaced by immigrants in the “ low ” 
ones. Since only a small proportion of the immigrants 
have been granted “permanent establishment” rights 
(see Table 14) Switzerland now finds itself in the pre- 
carious situation of a country where one-fourth of the 
labour force, concentrated in key sectors, is not only 
potentially unstable but also highly volatile in practice, 
as may be seen from the following indicators: 


Rate of turnover of immigrant workers in Switzerland 


1961 1962 1963 1964 

1. New recruitment of foreign workers 
оао 162 179 166 156 

2. Increase in the total number of 
foreign workers (thousands) .. 76 73 36 24 

3. (1—2) Number of workers who have 
left the country (thousands). . . 86 106 130 132 
4,,0-)2) Rate ОР: 21 2.4 4.6 6.6 


Sources : La Vie économique. 


Nore. — Recruitment data refer to work permits issued to immigrants arriving 
in the country for the first time. The figures of new recruitments, and the increase 
in the total, exclude seasonal workers and refer to the twelve-month period ending 
in September of each year. 


104 This is mainly due to the fact that the majority of immigrants 
are not allowed to install their families in Switzerland. 


105 The fact that immigration was highly selective in the early 
years probably moderated the rise in the general level of wages and 
salaries. Foreign labour is heavily concentrated in occupations where 
a high proportion of jobs is less skilled, low-paid, menial or other- 
wise unpleasant in nature, or lacking social prestige. The large influx 
of immigrants into these “underprivileged” (or “low”, to use 
Mrs. Lutz’s term) sectors has helped to keep the level of wages in 
theée occupations lower than it would otherwise have been. More- 
over, the shift of native labour to the “ high ” sectors has helped to 
moderate the rises in these sectors too. Therefore, selective immigra- 
tion has resulted in the postponement of a larger rise in the general 
wage level and adjustment of relative wages which would have been 
otherwise inevitable, because of the scarcity of domestic labour 
and of the preference of Swiss workers for “ white collar” occupa- 
tions. 


Page 36 — Chapter II 
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The ratio for 1964 in fact means that for every seven 
(non-seasonal) newly-recruited immigrants six already 
employed have left the country. The number of foreign 
workers who have returned to their homelands or went 
to other labour-importing countries during the last four 
years was as high as 454,000 and has increased year by 
year. The quickening of the rate of turnover from 1961 to 
1964 implies that the average length of stay of foreign 
workers in the country has declined. The immigrant 
workers who left were, by and large, Italians: especially 
those originating in the northern regions—Piedmont, 
Lombardy and, mainly, the Three Venices— who were in 
the 1950s and still‘earlier, the traditional immigrants to 
Switzerland. The factor largely responsible for this in the 
years preceding 1964 (and completely beyond Swiss 
control) was the volte face on the Italian labour market 
from manpower abundance to scarcity. Italian industry 
has even started to meet its manpower requirements, 
especially of skilled workers, by drawing on the important 
reserves of emigrants working in Baden-Wuertemberg, 
North Rhine-Westfalia, Hesse, and also Belgium, Luxem- 
bourg and Switzerland. Switzerland could largely replace 
the repatriates by workers from southern Italy, and the 
total number of Italians working in Switzerland has not 
diminished (although Spanish workers have recently 
accounted for a larger share of the total increase in 
foreign manpower). This implies, however, that in the 
period in which the pressure of demand for labour from 
Italian industry was very high, the category of manpower 
left free to emigrate was the least skilled or the least 
suited for employment in modern sectors of industry. 


The instability of the immigrant working population 
has not only qualitative implications: massive repatria- 
tions leaving large gaps in key sections of the labour force 
constitute a potential threat, no less real for the Swiss 
economy than the danger represented by the contribution 
of foreign labour to “ overheating ”. It is true that the 
southern European and north-African labour reserves are 
still large, but concern is already being expressed in 
Spain and Greece lest large-scale emigration causes 
labour shortages in key sectors, such as construction and 
the metal industry, in these countries. 


The Swiss authorities now face two problems of equal 
importance and urgency: that of limiting a further influx 
of immigrants and that of assimilating at least part of 
those who are already working in the country. A start to 
tackling the first problem has been made with the intro- 
duction of the restrictions already referred to. The 
measures originally taken succeeded in limiting the 
rate of increase of the number of immigrants, but not 
arresting the influx altogether. A ceiling was put on the 
total manpower entitlement of each firm, so that new 
foreign workers could be recruited, to a certain extent, in 
order to replace Swiss workers who left their jobs. Since 
the shift of Swiss workers from “ commodity-producing ” 


106 Tn neither country have any measures yet been taken to reduce 
emigration. In Greece, the possibility has officially been mentioned 
that emigration might become a negative factor for development, by 
depriving the labour force of skilled workers and by distorting the 
age- and sex-structure of the population of working age. In Spain, 
the Government has so far followed a Jaissez-faire policy, but the 
labour scarcities which have already appeared in construction and 
the metal industries have resulted in a substantial rise in wages. 


to “non-commodity producing” activities (ie. from о 
industry to services) proceeded unabated, a considerable 
number of vacancies were open to foreigners.’ Stricter — 
regulations were consequently introduced by the Federal 
Government in a decree on 11 February 1965, which 
requires reduction of the number of foreign workers 
employed, on an enterprise basis, by 5 per cent between 
1 March and 30 June 1965.18 

The second problem—that of assimilating some of the 
existing immigrants— was broached on a large scale for the 
first time on 10 August 1964, by means of an agreement 
signed with the Italian government. The agreement offered 
certain facilities to Italian immigrants, such as a reduction, 
from ten to five years, of the period of uninterrupted 
residence required to qualify for full freedom of movement 
from place to place and from job to job; and the reduction 
(from three to one and a half years) of the period of 
uninterrupted residence required before acquiring the 
right to bring non-active members of the family into the 
country; and others. The agreement has recently been 
approved by the Federal Assembly. The reconciliation of 
the two objectives, that of reducing the number of 
immigrants and that of assimilating part of the existing 
foreign manpower, is puzzling. For the aim of assimilating 
part of the present immigrant population requires, in 
turn, the entry of new foreign manpower, for two reasons. 
First, the arrival of the workers’ families would imply 
the sudden emergence of a problem which has been 
avoided or postponed throughout the past decade at 
least—namely, that of creating the necessary infrastructure 
(housing, schooling, etc.); it is difficult to see how this 
could be achieved without generating substantial new 
labour requirements. Second, as soon as foreign workers 
obtain full rights to occupational mobility, they tend— 
like the Swiss—to “ spill over” from the “low” to the 
“high ” sectors, within the limits of their aptitudes and 
skills. The consequence is the re-opening of large gaps in 
the supply of labour in the “ low ” occupational sectors. 
Hence it will probably be essential to adjust certain wage 
relatives (in favour of less skilled occupations)—a 
requirement which has been avoided up to the present. 
Since these wage adjustments will probably affect trades 
and occupations in the “low” sectors, where there is 
relatively little room for productivity increases, the rise 
in unit labour costs will almost certainly push up the 
prices of certain goods and services produced in these 
sectors. Relative wage adjustments in favour of the “ low ” 
sectors will not, however, be sufficient to bring about a 
balance in the supply of domestic labour, and serious 
labour bottlenecks will probably appear in key sectors of 
the Swiss economy.!° 


107 The departure of Swiss workers from industry in the years 1961 
to 1963 was shown statistically in the Surveys for 1962 and 1963. 
It is interesting to note that in a sector which was not affected by 
the measures in question — agriculture — the foreign labour force 
even declined in both 1963 and 1964, while in industry and construc- 
tion — the branches at which the restrictions were mainly directed — 
foreign manpower continued to increase. 


18 Very few exceptions are anticipated. 


109 In fact, the spill-over from the “ low ” to the “ high ” sectors is 
toa large extent an irreversible process. No wage incentive would 
convince the Swiss “ white-collar” worker to go to work, for 


instance, in road building; but it might keep foreign workers in 
the “low ” sectors. 


It has been suggested, as an alternative policy, that 
Swiss industry sliould base its growth more on a faster 
rate of productivity increase than on a broadening of 
the employment base. Three other solutions have also 
been put forward: to increase commodity imports instead 
of drawing labour from the less-developed countries of 
southern Europe; to establish factories abroad; and to 
sub-contract to foreign firms. A wider application of these 
policies than hitherto would probably help to solve the 
problem of labour shortages in industry, but not, by and 
large, the more urgent one of manpower scarcities in 


key bottleneck sectors such as construction and hotel 
services. 


Of course, in addition to a drive for labour-saving 
investment, the problem of labour scarcity can also be 
solved in part by means of “scraping the barrel” of 
existing resources: by increasing activity rates of women 
and old people, lengthening the working week, reducing 
military service, etc. Such steps could produce some 
additions to the existing labour force, but they would 
leave unsolved the serious problem of labour scarcities 
in the “ low ” sectors. 


As far as foreign labour is concerned, it is rather late to 
recognize now that Switzerland probably missed an 


opportunity in the early fifties. That was the time to face 
the problem of assimilating existing immigrants 110 and to 
introduce some scheme for a rational control of immigra- 
tion. Efforts in both these directions would also have 
contributed to effecting a gradual adjustment of relative 
wages between “low ” and “ high ” sectors. 


It seems clear that the proposed abrupt reduction of 
the labour force, by means of the curtailment of the 
contingent of foreign workers, will be inconsistent with a 
high rate of economic growth and price stability, at least 
in the short run and until some kind of adjustment can be 
made. Labour scarcities will result in pressures for higher 
wages, particularly in the “ low ” sectors where the scope 
for productivity increases is very limited. Labour-saving 
investments in industry, even if they can be undertaken 
immediately and on a scale sufficient partly to offset the 
reduction of the supply of labour, may take some time to 
atfect the rate of productivity growth and hence both to 
check an increase in labour costs and to achieve a satis- 
factory, though probably lower, rate of expansion of 
output. 


19 This would have strengthened the labour force through the 
entry into the labour market of Swiss-educated immigrants’ children 
who would by now be reaching working age. 


4. WESTERN EUROPE’S TRADE AND PAYMENTS IN 1964 AND PROSPECTS FOR 1965 


Trade flows in 1964 


The value and volume of total western European im- 
ports and exports increased more between 1963 and 1964 
than between 1962 and 1963, as did the growth of indus- 
trial production and gross national product." As noted 
in Section 1 the accelerated growth of production resulted 
partly from the much milder winter of 1963/64. Trade 
flows were less distorted in 1963 by this exceptional 
climatic factor, except in the delay of shipments from the 
beginning of the year to the spring and summer. More- 
over, while certain trade flows might have been curtailed 
early in 1963 by lower demand or supply, the hard winter 
also gave rise to higher western European import re- 
quirements of, for example, fuels and, later in that year, 
foodstuffs. 


The expansion of western Europe’s trade volume be- 
tween 1963 and 1964 was due to three major factors: one 
was the long-term trend towards a higher degree of inter- 
national division of labour, particularly within EEC and 
EFTA; another was the tendency, observed in previous 
upturns, for imports to accelerate throughout a period of 
sustained boom conditions, affecting imports from over- 
seas countries with high supply elasticities such as the 
United States, as well as intra-western European trade; a 
third cause of the exceptionally high trade expansion was 
a tendency towards re-stocking towards the end of 1963 
and early in 1964. The increased rate of stock-building 
apparently affected basic commodities and semi-finished 
articles such as steel, wood and pulp, traded to a large 
extent between industrialized countries, as much as those 


111 Data on the value of total imports and exports covering the 
full year 1964 are already available for most western European 
countries, whereas the coverage of volume data is less complete. 


imported from developing countries; and it also affected 
trade in manufactures. 


Price changes exerted a considerable influence on 
western European trade values in both 1963 and 1964. In 
the second half of 1963 there were significant price in- 
creases for commodities imported from overseas countries 
(such as sugar, cocoa, Robusta coffee, wool, hard fibres, 
certain oilseeds, lead and zinc). The commodity price 
boom continued in most cases until the middle of 1964, 
after which the level stabilized. For individual commodi- 
ties the tendencies were very different. Prices of sugar, 
cocoa, coffee, cotton, wool and hides tended to fall in the 
course of the year (the price of sugar declining almost as 
dramatically as the upsurge of 1963) and prices of certain 
other agricultural products traditionally supplied by 
developing countries (notably rubber) remained stable; 
only jute and burlap prices increased in 1964. Prices of 
non-ferrous metals rose throughout the year, whereas 
steel prices, after an initial recovery, weakened towards 
the end of the year. 


Thus price changes inflated western European import 
values mainly in the second half of 1963 and the first half 
of 1964. Price fluctuations of western European exports, 
consisting overwhelmingly of manufactures, were much 
smaller and on a fairly consistent upward trend. However, 
the recovery early in 1964 of steel, wood and pulp prices 
resulted in a significant rise of the general export price 
level, which affected the region’s intra-trade more than 
exports to other countries. 

The figures shown in the text table below suggest that 
the expansion of western European trade was concen- 
trated on the second half of 1963 and first half of 1964, 
and that both the import and export growth rates tended 


ae ea = x 


to fall in the secc ne г 
price movements described above, the deceleration 
_ measured in terms of volume was less pronounced, 
although still significant. It would be premature to inter- 
pret the relative slowing down of the expansion of western 
Europe’s imports during 1964 as the beginning of a 
downward trend.1? What happened was a certain im- 
provement in the growth of imports (in value terms) 
towards the end of 1963 and early 1964, partly due to a 
general improvement in prices of basic commodities, 
partly to re-stocking and, finally, partly to distortions 
caused by climatic conditions early in 1963 in such a 


ne Half-yearly have been chosen in preference to quarterly or — 


monthly data since they are influenced less by the normal seasonal 
pattern. 


113 The changes in western European trade volumes should be 
considered against the background of past experience. During the 
period 1950 to 1958 the volume of western European exports to, 
and imports from, the rest of the world only just kept pace with the 
growth of manufacturing output, and thus increased slightly faster 
than the volume growth of GNP. During this period western 
Europe’s terms of trade with extra-western European countries 
improved by 15-20 per cent. 

In the following period, 1958 to 1964, the development was more 
heterogeneous: the volume of intra-western European trade, which 
in the preceding period had increased only slightly faster than other 
trade flows, more than doubled, compared with an increase in 
manufacturing output of about 45 per cent and of GNP in real 
terms by one-third. This development resulted from two major 
forces: one was the rapid improvement in production and living 
standards, reflected, on the one hand, in a shift towards the consump- 
tion of more highly processed goods, which could increasingly be 
supplied within the region, and, on the other, in reduced dependence 
on North American supplies. The second influence was the trade 
liberalization achieved within OECD and the tariff reductions 
within EEC and EFTA respectively. Furthermore, the tariff reduc- 
tions within the framework of GATT largely benefited exchanges 
between developed countries. 

The spectacular development of intra-western European trade in 
recent years has contributed significantly to the maintenance of a 
high growth rate which in turn has caused an acceleration in imports 
from countries outside the region (a volume growth of 60 per cent 
between 1958 and 1964) implying an import elasticity of GNP of 
substantially above unity and in respect of manufacturing output of 
slightly above unity. Between 1958 and 1960 western Europe’s terms 
of trade with the rest of the world remained stationary; in the 
following two years there was an improvement of less than 10 per 
cent, and between 1962 and 1964, the terms of trade deteriorated. 

The volume of western Europe’s exports to the rest of the world, 
after an initial expansion (between 1958 and 1959 exclusively to 
North America, and between 1959 and 1960 exclusively to the 
developing countries), remained virtually unchanged between 1960 
and 1962, with only a relatively weak recovery in the last two years. 
This indicates that overseas demand for western European exports 
played no significant role in the rapid economic expansion achieved 
in that period. The share of western Europe in total imports into 
North America, into the group of developed primary exporters and 
into developing countries also tended to diminish, in line with the 
improvement in the competitive position of North America and 
Japan, 


d half of 1964222 However as a result of 
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exports /.0.5.) in 1964 of u 


was concentrated on the first half ($1.: п), W 
in the second half it was only about $200 million 
than in the second half of 1963. (In the fourth quarter of 


1964 the western European import surplus was in fact с 
lower than in the fourth quarter of 1963. See Table = 


18 below.) 


The EEC countries were slightly more responsible Рог. 


the deceleration in the growth of western Europe’s imports 
from other regions than the EFTA countries (see 


Table 15). On the export side there was little difference in 


timing between EEC and EFTA: both groups experienced, 
for example, a revival of exports to eastern Europe after 
the stagnation in 1963, and exports to all primary- 
producing countries (including the developed group) grew 
at a steady rate. 3 


The development of intra-western European trade in 
1964 followed a pattern that has gradually crystallized 
through the effect of tariff reductions within EEC and 
EFTA respectively and through an improvement in 
economic growth in EFTA in relation to that of EEC. As 
Table 16 shows, the share of intra-EEC trade in total 
intra-western European trade, although higher in 1964 
than in 1963, did not increase in the course of 1964. The 
share of EFTA exports to EEC, on the contrary, tended 
to fall for the first time, whereas the share of intra-EFTA 
trade in total intra-western European trade tended to 
increase in the course of 1964, also for the first time. 


The deceleration of intra-western European trade 
growth in 1964 was concentrated on imports into the 
EEC countries, notably Italy. Whereas the increase in 
Italian imports had accounted for almost one-half of the 
total increase in intra-EEC trade between the first quarter 
of 1962 and the first quarter of 1963, Italy contributed, 
in the first quarter-of 1964, only about one-tenth of the 
total increase in intra-EEC trade, and, in the third and 
fourth quarters of 1964, Italian imports from other EEC 
countries were respectively $160 million and $174 million 
lower than in the corresponding quarters of 1963, while 
total intra-EEC trade was respectively $407 million and 
$414 million higher. All EEC countries, except Italy, 
contributed to this growth — western Germany at an 


accelerating rate and Benelux and France at a reduced 
rate. 


The interruption in the growth of EFTA exports to 
EEC in 1964 — from an increase of over $170 million in 
the last two quarters of 1963 from the corresponding 
quarters of 1962 to an increase of only $3 million in the 
third quarter of 1964 over the corresponding quarter of 
1963 (see Table 16) — was largely the result of reduced 
exports to Italy. While in the third quarter of 1963 EFTA 
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ToraL Western Europe> .. . 


23-4 
15 

7 
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Sources ; United Nations — ECE, Statistical Indicators of Short-term Economic 
Changes in ECE Countries; OECD, Statistical Bulletins — Foreign Trade — Series A; 
and national trade statistics. 


Note. — For some countries the flow of the fourth quarter has been derived 
from an eleven-months average. 


exports to Italy grew by $64 million, they fell in the third 
quarter of 1964 by $78 million (compared with the cor- 
responding quarters of the previous year). EFTA exports 
to France stagnated in the second half of 1964, while 
western Germany in particular provided a steadily grow- 
ing market for EFTA exports. 


The rate of increase of EEC exports to EFTA, as well 
as of intra-EFTA trade, remained high throughout 1964, 
partly owing to the British import boom; but in absolute 


189 
855 
396 
506 


а Excluding Cyprus, Malta and Gibraltar. 


5 Including re-exports for Ireland and the United Kingdom. 
с For Spain, secretariat estimate. 


terms the smaller EFTA countries contributed much more 
to the import expansion. 


It would be an over-simplification to attribute a 
particularly strong expansionary effect to any one in- 
dividual country in 1964. It is true that France, the 
United Kingdom and western Germany increased imports 
from western Europe significantly in 1964, but the other 
countries (apart from Italy) contributed much more in 
absolute terms to the trade expansion. 


Data on the combined commodity and geographical 
pattern of selected western European countries’ trade are 
available for only the first three quarters of 1964. The 


EEC import expansion in 1964 affected all commodity 
_ groups shown in Table 17, but with a concentration on 


manufactures other than engineering goods, owing to a 
particularly large increase in imports from western 
Europe of iron and steel and of consumers’ manufactured 
goods (the latter partly as a result of tariff reductions 
within EEC) and from developing countries, largely 
reflecting high prices of non-ferrous metals. The expansion 


> in EEC imports from North America was particularly 


rapid in the case of crude materials (wood, pulp, synthetic 
rubber) and machinery. The stagnation in imports from 
eastern Europe was entirely attributable to the discon- 
tinuance of Soviet grain exports. 

The increase of EEC exports in 1964 was concentrated 
on manufactures, and particularly affected deliveries to 
western European countries, North America and the 


' group of developed overseas exporters of primary pro- 


ducts. It is also noteworthy that exports to eastern 
Europe recovered in 1964 after two years of stagnation, 
partly because of grain deliveries to the Soviet Union and 
partly because of an acceleration in deliveries of industrial 
equipment. 

In the United Kingdom the import expansion in the 
first three quarters of 1964 was far less evenly spread than 
that of the EEC countries. Imports of engineering goods 
and other manufactures increased by about one-third, 
while imports of food and crude materials increased by 
just under 10 per cent, mainly because of a virtual stag- 
nation of such imports from developing countries. The 
British import expansion in 1964 thus benefited mainly 
the industrial countries of western Europe and North 
America. 

In 1964 the United Kingdom achieved a very modest 
expansion of exports as compared with the other countries 
shown in Table 17. The slight increase in United Kingdom 
exports of machinery and equipment in 1964 (with a 
reduction of such deliveries to both eastern Europe and 
the developing countries), in conjunction with the ex- 
ceptionally high increase in such imports, was associated 
with high domestic investment activity, as well as low 
supply elasticity in the British engineering industries. The 
acceleration of domestic economic activity in 1963 had 
begun with an encouraging but short-lived rise of exports, 
particularly to western European countries, but quickly 
led to a strong upsurge of imports. During the first three 
quarters of 1964 both industrial production and imports 
more or less remained on the high levels reached, 
whereas the export volume tended to fall. These develop- 
ments in foreign trade resulted in a payments deficit of 
unprecedented size in 1964. It is remarkable that the 
British “ propensity to export ” seems to have diminished. 
The growing imports of manufactures and the decreasing 
share of exports in gross national product and in indus- 
trial production indicate the increasing uncompéetitiveness 
of British industry, in relation both to other industrial 
exporters and to the home market. oe 

The trade development of other EFTA countries in 
1964 resembled more closely that of EEC than of the 
United Kingdom. One difference was, however, that their 
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imports from North America, especially of food and 
manufactures other than machinery, expanded much 
faster, undoubtedly on account of their generally lower 
tariffs than those of the EEC and owing to the failure of 
the major supplier of manufactures within EFTA, the 
United Kingdom, to meet their rising demand. On the 
export side, the difference was that the EFTA countries 
(excluding the United Kingdom) experienced a particul- 
arly steep increase in exports of crude materials, largely 
to western Europe, consisting of iron ore, wood and pulp. 
Price increases made a significant contribution to this 
development. Exports of machinery and equipment from 
this group of countries increased relatively less, partly be- 
cause of a drastic reduction of such deliveries to eastern 
Europe, exclusively the Soviet Union (while EEC exports 
to eastern Europe increased), and because of the stagna- 
tion of their relatively small deliveries to developing 
countries. The growth in exports of other manufactures 
was to a significant extent due to stronger demand for 
paper, steel and other semi-finished articles, and also to a 
general increase in intra-western European trade in con- 
sumers’ manufactures, as well as higher exports of watches 
from Switzerland. 


Balance-of-payments developments 


The continued — if slightly slower — deterioration of 
western Europe’s trade balance with the rest of the world 
in 1964 resulted in a deficit on the region’s consolidated 
current account; this was in tune with a trend that had 
already started in 1961 and which by 1963 had reduced the 
earlier appreciable surpluses to a very small amount.'4 
Despite this development official monetary reserves con- 
tinued to accumulate1 since the net inflow of capital from 
abroad continued to grow. Moreover, official reserves 
increased as a result of certain new techniques of inter- 
national financial co-operation which have been developed 
by Central Banks in recent years, and from which Italy 
benefited early in 1964 and the United Kingdom later in 
the year in order to reinforce their reserves and restore 
confidence in their currencies. 


The deterioration of western Europe’s current account 
in 1964 was mainly accounted for by the substantial 
worsening experienced by the United Kingdom, France,™® 
the Netherlands and Denmark, which more than offset 
the improvement in the current balance in Italy and, to 
a lesser extent, in Austria, Norway, Portugal, Spain 
and Turkey. 


14 Although it is known that earnings from services as well as 
transfers are, to a large extent, intra-western European — they are 
largely created by the movement of goods, tourists, labour and 
capital within the region — the statistical measurement of their 
consolidated balance with the rest of the world in 1964 is not yet 
possible. 

115 Including gold, foreign currencies, and the reserve position 
with the International Monetary Fund (the sum of a member’s 
gold tranche position and outstanding lendings to the Fund). 

116 According to Problémes Economiques, 24 November 1964 
(“Тез Comptes de la Nation: 1 — Comptes prévisionnels pour 
1964 ”). Cf. CEE, Septiéme Rapport d’ Activité du Comité Monétaire, 
p. 17, where it is stated that France in the first three quarters of 1964 
had a small surplus on current account compared with a very 
substantial one in 1963. 


TABLE 17 


Trade of selected western European countries by broad commodity groups and by major areas, J anuary-September 1964 


Values in million dollars and percentage change from January-September 1963 
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Sources : United Nations, Commodity Trade Statistics , for the United Kingdom, national statistics. 


@ Including unspecified regions, Japan and mainland China. 


In most countries the evolution of the current balance 
was largely determined by the trade balance. However, 
Austria, Portugal and Spain improved their current 
balances in 1964, although their trade balances deterior- 
ated. This development was mainly due to increased net 
earnings from tourism, but was supplemented in the 
Iberian countries — and in Portugal in particular — by 
higher remittances from migrant workers. (Yugoslavia, 


Switzerland, and —to a lesser extent —Italy also had 
higher net earnings from tourism in 1964 than in 1963, 
while in Greece and France the opposite occurred.) 

It might have been expected that western Europe, which 
Owns a major portion of the world’s merchant fleet, would 
have benefited largely in 1964 from the expansion of world 
maritime transport and the higher freight rates. In 
Norway, an important net exporter of shipping services, 
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verseas ports tended to increase faster than freight rates 
(affecting mainly liner services); in addition, extra costs 
were incurred by shipping companies on account of port 
congestion, which reduced the degree of utilization of 
Ships. 7 = 
_ _ - The deterioration of western European balances оп 
current account in 1964 was associated with an increase 
_ in official monetary reserves of approximately the same 
size as in the previous year. It follows that the net inflow 
of capital into the region must have been larger than in 
1963, unless the increase in reserves was affected to a 
) significant extent by mutual support operations between 
central banks. Although comprehensive statistical verifica- 
tion is lacking, and since western Europe maintained in 


1964 its net outflow of long-term official capital (mainly to 


developing countries), it can be argued that the increase 
in total capital imports affected both long- and short-term 
private capital (largely from the United States). 


The official monetary reserves of western Europe in- 
creased in 1964 by $2,103 million — only slightly less than 
in 1963 (see Table 19). But, whereas in 1963 gold had 
accounted for $1,155 million, or almost 55 per cent, of 
the total increase, gold accumulation in 1964 fell to 
$744 million, representing about 35 per cent of the total 
increase in official monetary гезегуез.119 In France, 
however, the share of gold in total reserve accumulation 
fell very little, from 72 per cent in 1963 to 68 per cent in 
1964, so that the $554 million added to the French gold 
stock in the latter year accounted for almost three-fourths 
of the total western European increment. 


Available data covering the first three quarters of 1964 
seem to indicate that the increase in official holdings of 
foreign currency did not apply to either liquid dollar or 
sterling liabilities; in fact, holdings of these liabilities de- 
creased by $160 million and $17 million respectively in 
the course of this period. Barring statistical errors, result- 
ing from a failure to record transfers of liquid dollar and 
sterling liabilities from private to official holdings, ii fol- 
lows that official holdings of other convertible currencies 
increased during the first three quarters of 1964 by about 
$782 million.?*° Of this total, $275 million are accounted 


"7 Estimates by Norway’s Central Bureau of Statistics; see 
Statistisk Ukehefte, No. 51, Oslo, 17 December 1964, 


18 Central Statistical Office, Economic Trends, No. 134, HMSO, 
London, December 1964, p. iii. 


119 The reduction in western Europe’s gold accumulation in 1964 
largely reflected two facts: first, Soviet gold sales were roughly 
halved from an unofficially estimated total of some $550 million in 
1963; second, the United States managed to reduce its gold out- 
flow to only $125 million, compared with $461 million in 1963. 


12° Provisional. Derived by the addition of $605 million (the total 
increase of foreign exchange holdings by western European official 
monetary institutions in the first three quarters of 1964) plus $160 
million p/us $17 million. 
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for by the conversion of short-term dollar liabilities, held 
by central monetary institutions, into non-marketable 
liabilities (the so-called Roosa bonds) of an equivalent 
amount, payable in western European currencies; and a 
further $160 million by the outstanding amount of the 
drawing made in various western European currencies by 
Italy on the IMF towards the end of March 1964. 


There are two possible ways in which the rest of these 
currencies — presumably western European other than 
sterling —have reached official monetary reserves: 
through mutual support operations between central 
БапК$; 121 or simply by a decision of the monetary authori- 
ties to hold larger working balances in currencies other 
than dollars and sterling. Whatever the channel through 


11 See the Bulletin, Vol. 16, No. 1, section 5, р. 60, 


ie | pinay etal 


hich they reached the official monetary reserves of 
‘western European countries, the fact remains that they 
_ have made an important contribution to the increase of 
_ international liquidity. 
__ A possible explanation for the decrease in official hold- 
_ ings of liquid dollar liabilities in western Europe is the 
development of the Euro-dollar market — discussed in 
the last Bulletin—which appears to have provided 
foreign holders of dollars with an opportunity to make 
_higher profits. Consequently, commercial banks and other 
private holders of dollar liabilities outside the United 
States have no real incentive to convert them into their 
_ respective national currencies. In fact the amount of 
liquid dollar liabilities held by commercial banks and 
other foreign private holders increased by $1,840 million 
_ in the first ten months of 1964, the counterpart of which 
can be traced to a large extent to the increase of foreign 
assets held by commercial banks in western Europe during 
_ the same period. As a result, the increase of the net foreign 
assets 122 of western Europe аз a whole was larger than 
that suggested by the evolution of official monetary 
reserves, although in certain countries, such as Italy, the 
Netherlands and France, official reserves increased at the 
expense of commercial banks’ foreign assets. 


A deverioration in the current balance, more than offset 
by higher capital imports, was a typical development in 
most western European countries in 1964. Table 18 shows 
that all countries of the region — except the United 
Kingdom, Greece, Turkey and Yugoslavia — added to 
their official reserves in 1964. There were differences, 
however, in the evolution of their payments position, 
pointing in some cases to disequilibria within the region. 


It appears that much of the private capital inflow was 
directed to the EEC countries — in fact, a capital inflow 
has been one direct result of the creation of the Common 
Market. In France, for example, the official reserves 
increased only slightly less than in 1963, although the 
current balance deteriorated appreciably: this was largely 
due to a higher inflow of private capital.!*3 The year 1964 
was the sixth successive year during which France had a 
substantial increase in official reserves. The Benelux 
countries also had a higher inflow of capital in 1964. 


In Austria, on the other hand, the payments surplus of 
$89 million in 1964, as measured by the increase in 
official monetary reserves, was low compared with $147 
million in 1963, despite the improvement of the current 
balance. In the first half of 1964 there was still a consider- 
able surplus; in the third quarter, however, the capital 
flows were reversed, mainly because the state and the 
electric power companies no longer took up foreign 
credits, while foreigners sold Austrian securities as the 
interest rate differential was markedly reduced.1** 


In Spain the payments surplus was as large as $361 
million in 1964 — more than three times greater than in 


122 Foreign assets of Central Monetary Institutions minus their 
foreign liabilities, plus foreign assets of commercial banks minus 
their foreign liabilities. 

123 INSEE, Problémes économiques, No. 882, 24 November 1964, 
pp. 1-7. 

124 Monatsberichte des Osterreichschen Institutes fiir Wirtschafts- 
forschung, December 1964. 
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the previous year, partly as а result of an increased net 
capital inflow, although the main improvement was on 
current account. The position of the other southern 
Europe countries was, however, less favourable. The 
reserves of Greece, Turkey, Yugoslavia and (presumably) 
Cyprus declined. Although data are not yet available for 
the last-named country, it appears that the substantial 
decline of tourism and the interruption of private capital 
inflows resulting from the political situation led to a 
moderate decrease of reserves; thus a drawing was made 
of $1.95 million from the IMF,}”* in December. In Greece 
the increased net inflow of both private and public 
capital did not completely offset the considerably higher 
deficit on the current account.!26 In Turkey, on the other 
hand, the reserves declined on account of a lower capital 
inflow and despite an estimated substantial reduction of 
the current deficit. 


Three large countries dominated, however, the develop- 
ment of western Europe’s payments pattern in 1964: 
Italy, western Germany and the United Kingdom. During 
the first half of the year the Italian deficit and the west 
German surplus —to a large extent the opposite sides 
of the same coin — were most significant. During the 
second half of 1964, however, the Italian deficit was 
gradually eliminated and western Germany’s surplus 
reduced. The United Kingdom had an unprecedented 
deficit on current account in the first half of the year, in 
conjunction with an accelerated outflow of long-term 
capital. The failure of exports to revive as expected in the 
second half of the year contributed to the sterling crisis 
of the autumn. 


The elimination of western Germany’s overall surplus 
in the course of 1964 was partly accounted for by a 
reduction of the surplus on current account, as a result of 
a substantial deterioration in the invisibles account, but 
mainly by a reversal of private capital movements. The 
surplus recorded on capital account in 1963 and the first 
quarter of 1964 resulted from large purchases by foreigners 
of west German fixed-interest securities, due to interest 
rate differentials, fiscal advantages and relatively fast 
rising prices abroad. It was the announcement on 
23 March 1964 of the west German Government’s inten- 
tion to propose to Parliament the imposition of a 25 per 
cent withholding tax on the interest income of non- 
residents 127 which checked the long-term capital inflow 
and actually led to the liquidation of a considerable 
volume of foreign investments in west German fixed- 
interest securities, mainly during the second quarter. This 
was more than sufficient to offset the relatively small 
surplus that reappeared in the course of the third quarter, 
partly as a result of a decrease in the net purchases of 
foreign securities by Germans and partly of purchases of 
west German shares by foreigners — consisting largely 
of capital issues by subsidiaries of foreign companies. 
The net outflow of short-term capital, on the other hand, 


125 International Financial News Summary, IMF, 18 December 
1964. 

126 Data for 11 months. 

127 This became law on 27 January 1965. See Deutsche Bundesbank 
Ausziige ays Presseartikeln, No. 8, Frankfurt-am-Main, 3 February 
1965, p. 2. 


Lire stopped and the outflow of short-term capital was 
reversed, mainly thanks to international co-operation. 
Apart from the drawing on the IMF, a credit package of 
$800 million was made available by the United States 
Treasury, the Bank of England, the German Federal 
Bank, the Export-Import Bank and the United States 
Commodity Credit Corporation. The restoration of 
confidence in the Lire led, furthermore, to repatriation 
of Italian capital, although this may also have been a 
result of the domestic credit squeeze as well as of the 
measures taken in western Germany (referred to above) 
and of Swiss measures to discourage the inflow of foreign 
funds. 

The deterioration, in the course of 1964, of the United 
Kingdom’s balance-of-payments position was, as observed 
earlier, the result both of an increased trade deficit and of 
larger net outflows of public and private capital. The 
Royal Dutch Shell group’s investment in the Montecatini 
petro-chemicals business in Italy alone accounted for 
$168 million, and, after the imposition of the 15 per cent 
surcharge on imports in October, devaluation fears led 
to a speculative flight of short-term capital to Switzerland 
and other financial centres abroad. 


During the first half of 1964 the payments deficit was 
financed mainly through an increase in sterling liabilities 
held within the sterling area; but in the second half 
official reserves of gold and currencies fell steeply (for 
the full year by as much as $831 million) despite recourse 
to special international assistance. Thus, by September 
the United Kingdom had added some $200 million to its 
currency reserves through swap arrangements with a 
number of Central Banks. Towards the end of November 
the United Kingdom obtained assistance in the form of 
a short-term credit line of $3 billion — a demonstration 
of international monetary co-operation of unprecedented 
magnitude.!*® It is believed that the United Kingdom 
made use of this credit line before the end of the year. 
Finally, the United Kingdom withdrew early in December 
the full amount covered by its stand-by agreement with 
IMF, and used the major portion of the $1000 million to 
repay short-term credits obtained in October and 
Моуетфег.130 


128 These consisted of the reduction in March of the swap charge 
for three- to six-months investments in United States Treasury Bills, 
the raising of minimum reserves for non-residents’ deposits with 
effect from 1 April 1964 to the highest permissible ratios, and con- 
tinuation of the facility for offsetting them by funds employed 
abroad. See Monthly Report of the Deutsche Bundesbank, October 
1964, Vol. 16, No. 10, pp. 40-51; see also Economic Surveys by the 
OECD, Germany, Paris, December 1964. 


129 Тре credits were made available by the Central Banks of 
Austria, Belgium, Italy, the Netherlands, Sweden, Switzerland, 
western Germany, Canada and Japan as well as the Federal Reserve 
Bank of New York, the Bank of International Settlements and the 
United States Export-Import Bank. See The Financial Times, 
26 November 1964, and Bank of England, Quarterly Bulletin, 
Vol. IV, No. 4, December 1964, pp. 257-259. 


130 Тре drawing of $1,000 million from the IMF méant a net 


extent the counterpart of the external transactions of tl 
United States. The decrease in United States off 
monetary reserves in 1964 financed a relatively small 
share of its overall deficit ; the rest was covered by incr 1 
in the dollar holdings of commercial banks abroad and 
of other foreign private holders. These were particularly 
attracted to the United States credit market by the widen- 
ing of the difference between United States and western 
European interest rates, the latter having tended to 
increase during the year in most western European 
countries. 

The overall deficit, as measured by the change in 
United States monetary reserves and the rise in liquid 
claims on the United States held by foreigners, amounted 
in 1964 to slightly over $3 billion 131 compared with $3.3 
billion in 1963. The slight improvement was partly 
accounted for by an increase in the surplus on current 
account, mainly as a result of a further rise of the trade 
surplus — to some extent the counterpart of the rise in 
the trade deficit of western Europe —and partly on 
account of developments on the capital account. 
Purchases of foreign securities remained at relatively low 
levels, pending clarification of the status of the proposed 
Interest Equalization Tax. The law was finally enacted 
by Congress in August 1964 and applies to new foreign 
issues, other than those of Canada and the developing 
countries.!%? As a result, sales of new western European 
securities were reduced to an extremely low level. Direct 
net investments abroad were, however, higher in the 
first three quarters of 1964 than in the corresponding 
period of the previous year, and the share of western 
Europe in the total, amounting to $950 million, rose 
to about 63 per cent. 


Despite the relatively large United States overall 
deficit in 1964, there was no appreciable decline in its 
gold holdings; as was indicated above, this resulted from 
several devices by means of which the United States 
Treasury has endeavoured to finance its international 
accounts without recourse to gold. As these devices 
involved drawings on the IMF in European convertible 
currencies, the United States reserve position in the Fund 
was reduced. 


Prospects for trade and payments in 1965 


On an annual basis the development of western Europe’s 
trade in 1964 fitted well into the long-term trend. But, 
whereas in the first half of the year trade values and 


addition to United Kingdom official reserves of $511 million, 
since $489 million represent the reserve position in the IMF. In 
order to supply this amount, the IMF had to borrow $405 million 
from the “ Club of Ten ”, under the General Agreements to Borrow. 

131 Statement by Mr. Douglas Dillon, United States Secretary of 
the Treasury, reported in the Journal de Genéve, 18 February 1965. 
See also Survey of Current Business, January 1965, pp. 16-18. 

132“ 05 Balance of Payments 1963-1964 ”, Federal Reserve 
Bulletin, October 1964, pp. 1233-1240. New Japanese securities up to 
a value of $100 million a year are also exempted from the tax; see 
The Financial Times, 11 February 1965. : 


133 See Survey of Current Business, December 1964, p. 12. 


volumes rose faster than the trend — owing to stock 
and price movements — the results during the second 
half of the year fell below the trend line. The question is 


whether trade growth will resume its previous rapid rate 


and, if so, when. 
_ The forecasts for 1965 published by nine western 


_ European countries (see Table 3 in Section 1 above) 


indicate (by means of a weighted average) that western 
Europe’s gross national product is expected to grow 
at 34-4 per cent in 1965, compared with almost 514 per 
cent in 1964.13 Also, imports are expected to grow at a 
lower rate, or by 6 per cent in 1965 compared with 
almost 9 per cent in 1964.15 The major exceptions are 
Norway, where imports are expected to increase much 
more in 1965 than they did in 1964, due partly to the 
delivery of ships ordered abroad in 1963-1964 and partly 
to the need for some re-stocking; and Italy, where a 
slight recovery in growth of national output, and a 


_ reversal from a 3 per cent decline in imports in 1964 


to an 11 per cent growth in 1965, is foreseen. The United 
Kingdom expects to be able to keep the import volume 
unchanged between 1964 and 1965, helped by the import 
surcharge which was imposed in November 1964, and which 
is to be reduced from 15 per cent to 10 per cent at the end 
of April. If Italy and the United Kingdom are excluded, 
there seems to be a positive correlation between the 
expected growth of gross national product and that of 
imports, and also a fairly high import elasticity. 


The western European countries are fairly optimistic 
about export growth in 1965. On the whole, they expect 
that the reduction in their export growth will be less 
marked (a forecast growth of slightly over 7 per cent in 
1965, compared with 8 per cent in 1964) than the reduction 
in their import growth. Only Norway and Sweden foresee 
a substantial reduction in their growth rate of exports, 
whereas the United Kingdom and the Netherlands even 
expect their exports to grow slightly faster in 1965 than 
in 1964.16 


The import forecast for 1965 implies an elasticity of 
total imports (in volume terms) into western Europe 
almost as high as that obtaining over the past few years. 
When the historical elasticity-coefficient of imports from 
countries outside western Europe is applied to the gross 


134 Some of these forecasts were made several months ago (see 
Section 1) and may not reflect current expectations. 


135 These trade forecasts are based on a GNP definition and thus 
cover both goods and services. It can be estimated that for this group 
of countries imports of goods (at c.i.f. valuation) account for about 
80 per cent of total imports of goods and services, and exports of 
goods (at f.0.b. valuation) account for a little over 70 per cent of 
total exports of goods and services. The volume changes between 
1963 and 1964 in total imports and exports of goods and services 
given in the text above agree with the volume changes based on trade 
statistics, except that exports of goods increased slightly faster than 
the 8 per cent shown above for the volume growth of total exports 
of goods and services. 

136 A comparison of GNP forecasts with actual results during the 
last four years (relating to eight western European countries — the 
EEC countries, United Kingdom, Norway and Sweden) shows actual 
results to have surpassed the forecasts slightly more often than the 
reverse. National budget forecasts of export developments were 
lower than the results obtained in roughly 75 per cent of the observa- 
tions. The import forecasts were practically always too low; the 
only exceptions were the Netherlands and the United Kingdom in 
1961, and Italy and the United Kingdom in 1964. 
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national product forecast for 1965, a volume growth of 
almost 6 per cent is obtained. It seems reasonable, 
however, to expect a slower increase (of 4-5 per cent), 
since it is unlikely that there will be stock accumulation 
on the same scale in 1965 as in 1964. This implies that the 
volume of intra-western European trade may be expected 
to expand by about 8 per cent in 1965. This rate is also in 
accord with earlier experience of the relation between 
the growth of gross national product in western Europe 
and the volume growth of intra-trade. It is then possible 
to derive the required growth of western Europe’s 
exports of goods to the rest of the world in 1965 — 
namely, some 5 per cent, which in fact is less than that 
achieved in 1964.18? This seems very much in accordance 
with what can be expected from general economic 
considerations: “The prospects for achieving a volume 
growth of this magnitude in exports to overseas countries 
will be examined first. 


The continued high level of economic activity in North 
America makes likely the further growth of western 
European exports to that region in 1965. It may also be 
expected, on the basis of the important orders for industrial 
equipment placed in western Europe, that the recovery of 
exports to eastern Europe in the second half of 1964, 
after two years of stagnation, will continue in 1965. The 
developed primary-exporting countries (Australia, New 
Zealand and South Africa) had, until the middle of 1964, 
benefited from improved terms of trade and a rapid 
growth in export volume, accompanied by a steep 
increase in imports. Although their export boom tended 
to peter out in the second half of 1964, imports into these 
countries continued to grow, without, however, much 
effect on their reserve position. It seems likely, however, 
that this group of countries will provide a less buoyant 
market for western European exports in 1965 than in 1964. 


The developing countries, as a group, had added to 
their foreign exchange reserves in 1963, largely as a 
result of higher export earnings. In 1964 their imports 
accelerated; but the export expansion continued at a 
lower rate in the second half of the year and there was 
hardly any accumulation of reserves. The developing 
countries will provide an expanding market for exports 


137 The successive steps in the calculation are indicated by the notes 
to the following table: 


Imports 
в Percentage Value 1965 
Value change (at 1964 
1964 1964 to 1965 prices) 
intea-tpademty = ja ian a er eae 46.8 8С 50.6 
Trade with rest of world ..... КВ 4,50 37.3 
rade swith world ость 82.5 6.5 % 87.9 
Exports 
Percentage Value 1965 
Value change (at 1964 
1964 1964 10 1965 _ prices) 
аа, № о ее 46.0 ga 49.7 
Trade with restof world ..... 24.6 sf 25.8 
Tradeswith world селе 70.6 Я е 75.5 


@ According to national forecasts. 


0 [Import elasticity 1958-1962 would yield 6 per cent, reduced to take account of 
stock-movements, 


с Derived from а and 6. 
@ As for c. 


€ According to national forecasts, and assuming that exports of goods will increase 
at the same rate as total exports of goods and services. 


7 Derived from d and e. 
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from developed countries in 1965 also but only if they 
are able to increase their own export earnings, or if they 
are prepared to run down their exchange reserves or 
receive more financial assistance. 


The crucial problem concerning the development of 
western European exports to the developing countries in 
1965 is, however, the competitiveness of western European 
exports in relation to those from North America and 
Japan. In recent years western Europe has in fact lost 
ground in these markets. Whatever the outcome will be 
in 1965, it seems unrealistic to expect that economic 
growth in western Europe will be greatly affected by an 
expansion of imports into the developing countries. 


Thus the expanding markets for western European 
exports in 1965 (apart from intra-trade) are likely to be 
those in North America and eastern Europe, while 
exports to developing countries as well as to the group of 
developed primary exporters will very probably grow 
less fast in 1965 than in 1964. This is partly because these 
countries may have a smaller gain of export earnings and 
partly because of keener competition from other developed 
countries. 


One major influence on intra-western European trade 
in 1965, as in previous years, will be further tariff 
reductions within EEC and EFTA respectively. A new 
cut of 10 per cent was made оп 1 January 1965 and within 
each group the tariffs have now been brought down to 
30 per cent of their original level; and the trade-creating 
effects may be expected to strengthen as tariffs approach 
zero. The import surcharges in the United Kingdom will, 
of course, work in the opposite direction. 


Continued progress was made towards a higher degree 
of international division of labour in western Europe, 
in particular within EEC and EFTA respectively, in 
1964. This was reflected in enlarged flows of commodities 
as well as of capital and labour within the region. 
There remains, nevertheless, some uncertainty as to 
trade development in 1965, both in respect of the overall 
volume and in terms of the possibility of disequilibria 
within the region. In 1964 Italy, for example, exerted a 
contractionary influence on western European trade 
expansion. Although official Italian forecasts imply that 
in 1965 Italy should provide an expanding market, 
there is so far no sign of an economic revival in that 
country. 


In France, on the other hand, present trends point to a 
slowing down of import growth (see Section 5). Both in 
1963 and 1964 the growth of French imports was a major 
expansionary force in western Europe, from which the 
other EEC countries largely benefited. 


There 15 no doubt that the absence of growth in 
imports into the United Kingdom in 1965 will be a 
retarding influence on the growth in western European 
trade, whether the measures taken to correct the payments 
balance are successful or not. This is, however, not so 
serious as is sometimes suggested. As a market for the 
rest of western Europe, the United Kingdom is no more 
important than for example the Netherlands, Italy 
(except in 1964) and France, and much less important 
than western Germany, or Denmark, Norway and 
Sweden as a group. In 1964 higher British imports 


accounted for about one-eighth of the growth of total 
intra-western European trade or substantially less than 
the contribution of either French or west German 
imports.18° Towards the end of 1964 western Germany 
emerged as the most dynamic market (receiving about 
one-half of the total increase in intra-western European 
exports between the fourth quarters of 1963 and 1964). 
It can be expected that western Germany and the Scandi- 
navian countries will provide the most expansionary 
markets in 1965. 


This in itself, however, does not promise a solution to 
the major problem of western European trade — the 
huge deficit incurred by the United Kingdom in 1964. 
In view of existing tariff discrimination, it may be difficult 
for British exporters, despite the tax rebates, to expand 
sales to the EEC. The expansionary effects originating 
in some of the EEC countries (mainly western Germany) 
are, indeed, likely to remain largely within the group. 


Although the United Kingdom will undoubtedly 
benefit from the continued growth of imports into other 
EFTA countries, the pull might very well be too weak to 
contribute significantly to the necessary increase in British 
export earnings. The United Kingdom should, neverthe- 
less, be able to improve its payments position in 1965, 
but its degree of success depends more on a determined 
export drive than on a pull from external demand. 


The foregoing observations lead to the conclusion 
that western European trade will continue to expand 
rapidly in 1965, although at a somewhat lower rate than 
in 1964, both in intra-trade and in trade with other regions. 
It seems probable that the growth of exports will be 
better maintained than import growth and, since the 
terms of trade are likely to turn in favour of western 
Europe, the region’s trade balance with the rest of the 
world should improve. 


The United States also forecasts an increase in 1965 
of its trade surplus 139 and an improvement of its overall 
payments position as a result of measures suggested by 
President Johnson in a special message to Congress on 
10 February 1965.140 They include, inter alia, the prolonga- 
tion of the interest-equalization tax for two years beyond 
the end of 1965, and its extension to long-term bank loans. 
Moreover, the United States Congress has abolished the 
25 per cent cover requirement for domestic currency 
circulation. This will increase considerably the freedom 
of manceuvre of the Treasury, especially important in a 
year when one-fourth of the recent increase of the IMF 
quota — some $1,000 million — will normally have to 
be made in gold. The share of gold in the financing of 
the overall payments deficits in 1965 will not necessarily 
be proportionate to the size of the total deficit, but 
depends on the extent to which official holders of dollar 
liabilities abroad convert them into gold. 


= Western European exports to Italy were reduced by $473 
million in 1964. A recovery in this flow of $246 million (or by 7 per 
cent) in 1965 would thus be sufficient to offset the expected stag- 
nation of exports to the United Kingdom. 


139 See United States Department of Commerce, International 
Commerce, 18 January 1965: and “ Robert Roosa talking to Henry 
Brandon ”, The Sunday Times, 7 February 1965, p. 25, 


14 See Le Monde, 12 February 1965, Deer 
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a These considerations permit some tentative conclusions 
about changes in the current balances of major trading 
regions in 1965. For this purpose only three regions are 


_ distinguished: western Europe, North America and 


exporters of primary commodities, whether developed 
or developing.1 


_ Western Europe’s propensity to import from North 


America increased in volume terms in 1963 and 1964. 


From experience gained from previous boom periods, it 
seems likely that this trend will continue, provided that 
the rate of growth of gross national product in western 
Europe does not fall below 3 per cent. It may therefore be 
expected that western European imports from North 
America will continue to grow at a high rate in 1965, 


_ and one not much below that of intra-western European 


trade. 


The effect of North American economic growth on 
exports from western Europe is more difficult to assess 


on the basis of past experience. It was mentioned above 


that some further growth of western European exports 
to North America in 1965 is likely, but this would not 
be sufficient to prevent a growing western European 
import surplus in this sector of trade. 


The volume growth of western European imports 
from primary exporting countries can be expected to 
slow down in 1965, as a result of the lower projected 
growth of gross national product in western Europe, 
whereas the growth of western European exports to these 
countries may be maintained. The latter expectation will, 
however, only be realized if western Europe’s competitive- 


141 No explicit account is thus taken here of Japan, nor of the 
centrally planned economies. 
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ness is maintained vis-a-vis North American exports. 
Since western European terms of trade with the primary 
exporters are in any case likely to improve, a tendency 
towards a reduced western European commodity trade 
deficit with these countries in 1965 may be foreseen, 
which would probably more than offset the higher import 
surplus with North America. 


Since it is not realistic to assume any deterioration in 
western Europe’s balance on services, the net effect 
would be a renewed surplus on total current account 
with the rest of the world, the normal situation for a 
highly-developed region such as western Europe. 


The primary exporting countries’ trade balance with 
North America may also be expected to tend to deteriorate 
in 1965. The disappearance of the short-lived price boom 
for commodities traditionally exported by the developing 
countries, and the projected lower volume growth of 
developed countries’ imports of basic foodstuffs and 
crude materials, are thus likely to affect the pattern of 
world trade and payments in 1965 decisively. 


In these conditions, the maintenance of the expected 
level of imports into the developing countries will depend 
on their willingness and ability to draw on reserves and/or 
increases in the net inflow of capital to them. Since there 
are no indications of any important increase in official 
capital movements, the issue will ultimately be determined 
by the respective importance of new private investments 
and commercial credits, on the one hand, and, on the 
other, by additional repatriation of capital and similar 
flows away from the developing countries. All these 
flows of capital will, of course, be intimately related to 
current political tendencies as well as to economic 
developments. 


5. POLICIES AND PROSPECTS 


(a) Policies in 1964 


In most countries of western Europe, governments and 
central banks were pursuing throughout 1964 policies of 
mild — and, to some extent, selective — restraints on 
demand, against the background of continuing pressures 
on output capacity and prices and, sometimes, on the 
balance of trade. This generalization does not, of course, 
apply to France or Italy, where the more acute pressures 
had necessitated more vigorous remedial action. Nor does 
it apply to the United Kingdom. The stabilization policies 
and present problems of these three countries are separ- 
ately discussed below. In other countries, governments 
were beginning late in 1963 to formulate measures of re- 
straint, after a year or more in which it had been possible 
for policies to remain, on the whole, rather neutral.'*” The 
movement towards policies of restraint gathered force in 
1964, and was reinforced, within the Community, by the 
urgent warnings of the Council of the EEC. 


In the early part of 1964 output and productivity 
proved rather more resilient than had been expected (for 
example, in western Germany, the Netherlands and 
Norway); and the accelerated increases in money in- 


ase See Economic Survey of Europe т 1963, Chapter П, р. 59, et seq. 


comes — which had caused considerable apprehension — 
were to a surprising extent absorbed. For a time, elasticity 
of supply relieved the strains that cost inflation was ex- 
pected to cause. Later in the year, when the rise in output 
began to flatten out, cost inflation became more apparent 
and the restraints on demand were rather more vigor- 
ously exercised. Costs and prices continued to rise; this 
was almost inevitable — not only because of the decelera- 
tion of output but also because of the long time-lags 
before the effects of earlier increases in money incomes 
could be expected to work through the system (as is 
shown by experience in Italy, where cost inflation con- 
tinues despite the elimination of excess demand). 


Most of the policies applied during 1964 were tradi- 
tional budgetary and credit restraints; these succeeded 
in keeping the expansion of credit and the supply of 
money within acceptable limits; interest rates generally 
moved up. Price increases have also been attacked more 
directly — either by the use of statutory powers to pro- 
hibit or limit price increases, or by encouraging compet- 
ing imports, through reduced tariffs or other means. 

Meanwhile, some progress has been made towards 


the longer-term policy aim of establishing a measure of 
collective control over the growth of money incomes. 
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Budgetary policies 


Efforts were made by most governments in 1964 to 
limit the increase in budgetary expenditure and/or to 
raise additional tax revenue. However, the scope for action 
on expenditure proved once more to be limited by the 
conflict between conjunctural policy and the long-term 
requirements for modernizing the infrastructure of the 
economy in the interests of efficiency and for the develop- 
ment of health, housing and other collective services. 
Nevertheless, a number of countries were able to limit or 
even decrease the rate of growth of public consumption, 
even though public investments were usually allowed to 
continue to expand at a relatively rapid pace. 


The room for manceuvre is considerably larger on the 
revenue side. In 1964, government revenue rose as a rule 
considerably faster than national income as a result of 
unchanged income-tax rates and increases in indirect 
taxes and public charges. In view of the increasing pres- 
sure of demand, some countries postponed tax reductions 
which had been planned for 1964. 


In the EEC countries, the policy of budgetary restraint 
was supported by the recommendation adopted by the 
Council of EEC in April 1964.143 The Council recom- 
mended that the annual increase in total public expendi- 
ture (central and local) should be limited to 5 per cent 
per annum. If this measure could not be carried out with 
the necessary speed, or if a bigger rise in expenditure were 
essential, governments were invited immediately to in- 
crease taxes, or public charges, so as to achieve a corres- 
ponding effect on domestic demand. However, the 
Council advised governments to refrain, so far as possible, 
from action to raise revenue which could bring about an 
increase in money incomes through cost-of-living escalator 
clauses. 


In November 1964, the Council of the EEC confirmed 
the necessity of continuing stabilization policies in 1965 
and the short-term economic policy committee stressed 
in December 1964 the particular need for continued bud- 
getary restraint.14 


Monetary and credit policies 


In keeping with the very general boom conditions, the 
demand for credit was strong throughout 1964 and may 
even have accelerated as compared with the previous year. 
The rise of gross national product at current prices — 
typically between 9 and 13 per cent — implied, in itself, an 
increase in the need for money and credit of at least a 
similar order of magnitude. Moreover, in many countries 
the rise in demand for credit was associated with a shift in 
expenditures-towards investment. 


Policies in force during 1964 aimed mainly at keeping 
the expansion of money and credit within acceptable 
limits. In some countries, this was made more difficult by 
the inflow of foreign funds and the authorities had to take 


143 See Journal officiel des Communautés européennes, 22 April 
1964, for the full text of this recommendation, which also deals 
with other aspects of stabilization policy. 

“4 The Economic Situation in the Community, Brussels, December 
1964. 


additional measures to neutralize their impact on domestic 
liquidity. In others, the outflow of foreign funds reinforced 
the effect on liquidity of restrictive credit policies. In most 
countries, tensions developed on the money and credit 
markets and interest rates tended to move upwards. 
Exceptions were Austria, where credit expansion was only 
mildly checked in the second half of the year, and France 
and Italy, where demand for credit slowed down as a result 
of the stabilization programmes (see below). 

The measures to limit credit expansion included overall 
credit ceilings, based on legal authority or a “ gentle- 
men’s agreement ”, penal interest rates for rediscounting 
of loans exceeding a certain level, and higher compulsory 
deposits or liquidity ratios for commercial banks. These 
direct measures were supplemented by bank rate in- 
creases and extensive open market operations. 


Austria, western Germany and Switzerland were faced 
with the problem of large inflows of capital. Measures 
were therefore taken either to stop or reverse the flows or 
to neutralize their effects on domestic liquidity. In Austria, 
domestic credits were first allowed to expand according to 
the needs of the economy. This policy was changed in the 
autumn, when the government put into force a mild direct 
restriction on domestic liquidity (by raising the compul- 
sory deposit ratio), changed the credit control agreement 
with the effect of reducing the credit basis and, finally, 
entered upon an agreement with a number of credit insti- 
tutions under which foreign capital amounting to 1.7 bil- 
lion Sch. was sterilized for six months.1*° 


In Switzerland, the gentlemen’s agreement on credit 
policy, concluded between the Central Bank and the com- 
mercial banks, was converted into an official decree as part 
of the anti-inflationary policy introduced in the first half 
of 1964. All loan issues were to be registered in order to 
secure an orderly timing, and the existing controls over 
the domestic currency counterpart of foreign capital 146 
were made applicable not only to banks but also to all 
other institutions handling foreign funds. It seems, 
however, that the stricter credit controls have had only 
limited effects so far on overall economic activity, al- 
though some building projects were postponed for lack of 
capital, while interest rates increased for the first time in 
many years. Total investment activity continued to rise 
and the number of foreign workers increased, although 
less than in previous years.14? 


In order to discourage the capital inflow, the west 
German government proposed in March 1964 a 25 per 
cent coupon tax on bonds held by foreigners. This pro- 
posal, which was finally adopted in January 1965, led 
almost immediately to a massive sale of bonds by foreign- 
ers. A considerable tightness of the money market, re- 
sulting та steep rise of short-term interest rates, was 
brought about in the third quarter, partly by an increase 
in compulsory deposits and restrictions on commercial 


oA. decrease in the interest level, aiming at slowing down 
capital imports, which had been proposed by the Council for 
Economic and Social Questions, was not agreed to by the authorities. 

“° Total capital imports into Switzerland in 1964 amounted to 
about Sw.frs. 2.6 billion, mainly repatriated Swiss-owned capital 
of which about 1.5 billion have been sterilized. (See Neue Ziircher 
Zeitung, No. 459, 1965.) 


147 See section 3, p. 35, 
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it borrowing on the c market in 1964 far exceeded 
ish deficit, which was smaller than foreseen because 
tax revenues had been under-estimated. Even though the 
Гап4ег increased their deficits, the recourse to bank 
_ borrowing by the public sector declined from DM 1.7 bil- 
lion in 1963 to DM 0.5 billion in 1964. The recent bank 
‘Tate increase may be considered as a warning signal in- 
_ tended to prevent excessive pressure on available 
_ resources. 


_ Ш the Scandinavian countries, borrowing abroad 
eased the strain on the supply of domestic credit. In Den- 
_ mark, the inflow of foreign short-term capital conflicted 
_ with the restrictive credit policies pursued by the authori- 
__ ties. An agreement has recently been reached between the 

__ National Bank and the leading commercial banks оп 
compulsory deposit rules. In Sweden, the relatively 
strained credit conditions which prevailed in 1964 
affected mainly private industry and commerce, since 
priority was given to dwellings construction and govern- 
ment investment. The 1964 credit policy in Norway 
aimed at a general restraint, allowing only for a moderate 
__ increase in investment. In Finland, no new measures were 
taken during the year, although it is feared that a de- 
crease in government borrowing abroad may bring about 
a tightening of the credit market in 1965. In all these 
countries, credit restrictions have met with opposition 
from private entrepreneurs on the ground that the 
maintenance of high investment activity is indispensable 
for keeping up with strong foreign competition. 


In Belgium and the Netherlands, a loss of net foreign 
assets of the banks added to the effect of credit restric- 
tions. In the former country, the Government financed a 

. decreasing budget deficit by means of long-term borrow- 
ing at home and stiffened the conditions for granting tax 
exemption and credits for various specific purposes. 
Moreover, at the beginning of the year the Central Bank 
fixed credit ceilings and gave qualitative directives for 
bank advances. Since credit expansion still continued to 
accelerate during the first half of the year, the discount 
rate was raised in July and compulsory deposits foreseen 
in the banking reform of 1961 were introduced for the 
first time. 

In the Netherlands, the restrictive budgetary and credit 
policies already introduced in the second half of 1963 
were continued. This resulted in a considerable tightness 
of the money and credit markets and was reflected in 
two bank-rate increases during the first half of the year 
and in a significant increase in interest rates during the 
third quarter. At that time, it became evident that the 
credit squeeze had in fact forced some of the bigger banks 
to reduce their outstanding credit level and that some 
medium-sized and small enterprises, mainly in the textiles 
industry, were in payments difficulties. In October, the 
credit ceiling was raised by 5 per cent, though this was 
modified to 4 per cent during the first four months of 1965. 
The improvement in the balance of payments helped to 
check a further rise in interest rates during the last 


quarter of 1964. 
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Indirect and direct action on prices 


During the last few years the efforts made to supplement 
domestic supplies by a further liberalization of imports 
and the lowering or elimination of tariffs have helped to 
contain price pressures; thus, continuous reductions of 
duties within EEC and EFTA have certainly helped to 
slow down price increases. Among individual countries 
this type of indirect action was applied in 1964 in Austria 
in continuation of similar policies in recent years, and in 
a very selective way in France and Italy, mainly to check 
price rises of agricultural products.1# In western Germany, 
some internal EEC duties were reduced in July 1964, 
affecting almost exclusively industrial products; the 
effect of this measure was, however, much smaller than 
had been intended by the Government because the 
number of commodities involved was reduced, and the 
size of the tariff cut almost halved, when the proposal 
was ratified by the Bundestag. 


Direct price controls had already been reinforced late 
in 1963, notably in the Netherlands and France.%° In 
the Netherlands, as was shown in section 2, the increase 
in producers’ prices of manufactures was much smaller 
than that of wage-costs after the wage explosion in the 
latter part of 1963. The 6 per cent increase in the cost of 
living was partly due to special price rises, such as increases 
in rents and in indirect taxes. In France the measures 
taken in September 1963, in the framework of the stabiliz- 
ation programme, proved successful in checking price 
rises during the first half of 1964. After price increases 
had accelerated again in the third quarter of 1964, new 
measures were taken in November. First; the half- 
yearly rent increase аз from 1 January 1965 was post- 
poned to July (as also in 1964); 151 second,. since the 
authorities found that a drop in wholesale prices of pork 
had not been passed on to retail prices to a satisfactory 


148 The actual level of money supply in relation to gross national 
product is, of course, determined in each country by institutional 
differences, and the figures do not lend themselves to inter-country 
comparisons. 

149 In Austria liberalization measures scheduled for early 1965 were 
brought forward to 1 October 1964 and included not only the 
lifting of import licensing from GATT countries for the majority of 
commodities but also the reduction or abolition of duties on a 
number of imported goods. 

150 See the SuRvEY for 1963, Chapter II. 

151 [4 was decided to have only one rent increase per year in the 
future. 


Sources: International Monetary Fund, ГийегпаНопа! Financial Statistics; 
United Nations, National Accounts Questionnaires for GNP, 1962-1963; and for 
1964 the sources for Table 3. 


@ End of November. 


extent, maximum prices were fixed for all towns above a 
certain size; similar measures were taken for other 
commodities as well, and restaurant prices and those of 
some other services were blocked at their October level. 
The official aim was to prevent any further price increases; 
by the end of the year stability in the cost-of-living index 
had been achieved and the authorities began to introduce 
a more flexible system of price control. 


The danger of inflation in Belgium had already induced 
the Government to adopt anti-inflationary measures in 
1963, and in July prices of a number of items, mostly 
basic commodities, were frozen at the current level. 
The temporary price stop in Finland was extended during 
1964, but was applied to a smaller number of commodi- 
ties, including most of the essential “index” goods. 
The rather flexible extension of price control introduced 
in Denmark, as a consequence of the package deal of 
1963, remained in force throughout 1964, but the major 
factors in checking price increases were still liberal 
foreign trade policies and the preventive effect of the 
possibility of direct intervention when needed (see р. 53). 


Current developments in incomes policies 


The more permanent problem for the full-employment 
economies of industrial western Europe — the problem 
of evolving some kind of an incomes policy to check the 
pace of cost and price inflation without unduly depressing 
demand and output — became more acute again in 1964 
in a number of countries. The need for solving this 
problem, for averting both the domestic social and 
economic difficulties connected with inflation and the 


b Average December 1963-November 1964. 
с End of October. SS 
@ Average November 1963-October 1964. 


threats to the payments balances of countries getting 
“out of step” in a world of increasing international 
interdependence, as well as some theoretical concepts 
and implications of an incomes policy, have been dis- 
cussed in previous secretariat reports.1>? It is true that 
progress towards realizing the aims of an incomes policy 
has been limited. But some recent institutional changes in 
a few countries should prove useful for establishing a 
more comprehensive incomes policy at a later stage. 


In France the introduction of planning in value terms 
into the Fifth Plan is intended to make income develop- 
ments compatible with price stability and also to provide 
a basis for defining the objectives and conditions for a 
more equitable income distribution. In addition, the 
annual national budgets are to formulate in more precise 
terms the guidelines of the Plan for the development of 
factor шсотез.153 


Apart from these basic innovations, with their long- 
term implications, the Government is now instituting a 
new procedure for wage increases in the nationalized 
sector. Any wage claim is first to be reviewed by the 
planning authorities; following this discussion, workers’ 
organizations and representatives of the public enter- 
prises concerned will be consulted with a view to fixing a 
percentage increase in the total wage-bill in each enter- 
prise, taking into consideration both the general economic 
situation and the particular circumstances of the enterprise. 
At the next stage, the sum agreed upon will be allocated 


152 See the Survey for 1962, Part 2, Chapter I, p. 35; and the 
Survey for 1963, Chapter II, pp. 71-76. 


153 For a discussion of the results of the Conférence des Revenus, 
see also the Survey for 1962, Part 2, Chapter V, p. 11. 


within the enterprise concerned after negotiations between 
management and workers’ unions.1*4 


In the United Kingdom the new Government has 
succeeded in obtaining the necessary co-operation of 
management and unions in establishing machinery for 
operating an incomes policy. First, an agreement was 
reached between representatives of management and 
trades unions and the Government on how to set the 
“norms” for subsequent negotiations for an incomes 
policy, the need for which is generally recognized. A most 
important aspect of this “joint statement of intent ” 
is that the workers’ and employers’ representatives have 
undertaken, on behalf of their members, to co-operate 
with the Government in setting up an effective machinery 
for the following purposes: keeping under review the 
general movement of prices and of money incomes of all 
kinds; examining particular cases and advising whether 
the behaviour of prices or of wages, salaries and other 
money incomes is in the national interest as defined by 
the Government after consultation with management and 
union representatives. 


According to the subsequent White Paper, the general 
review of prices and of money incomes is to be carried 
out by the National Economic Development Office and 
Government Departments and the results embodied in 
reports submitted to the National Economic Development 
Council, which “ will review the reports . . . and consider 
their implications for the national interest. In the light 
of this review, Government, management and unions will 
be expected to take any action that may be required in 
their respective spheres of responsibility ”.155 


For investigating particular cases of price and income 
behaviour, a National Board for Prices and Incomes 
will be set up comprising a Prices Review Division and an 
Incomes Review Division. All parties concerned are 
expected to “ give the Board their voluntary co-operation 
in its investigations of particular cases. The Government 
would have to consider giving the Board statutory author- 
ity, however, if experience showed this was necessary... 
In principle, the Prices Review Division will be able to 
investigate any price or group of prices . . . of goods and 
services in private industry and in nationalized industry ”, 
including also “ cases in which there has been no change, 
although prima facie some reduction appears to be 
warranted ”. The Government will be responsible for 
referring cases to the Prices Review Division. 


The Incomes Review Division should, in principle, 
have within its purview “all claims and settlements 
relating to wage and salary increases, reductions in hours 
and other improvements in conditions of service, whether 
in the private sector, the nationalized industries or the 
public services”. The procedure is similar to that for 
the review of prices, except that reports concerning 
claims should be made more quickly. 


Finally, as regards the implementation of the Board’s 
recommendations, “the government intends to give the 


154 The decision not to allow wage increases in the public sector 
exceeding 1 per cent per quarter, during the period of the stabiliza- 
jion plan, was an emergency measure which put only a temporary 
upper limit on wage increases. 

155 See Machinery of Prices and Incomes Policy, Cmnd. 2577, 
HMSO, February 1965. 


voluntary method every chance of proving that it can be 
made to work . . . The government would resort to other 
methods only if they were convinced that the voluntary 
method had failed ”.158 


Although it remains to be seen how far this voluntary 
method will stand up to actual events, it is certainly an 
achievement that the Government so far has been able 
to secure the co-operation of both sides of industry for 
this new development of policy. 


In Denmark the “package deal”, inaugurated in 
spring 1963 as an emergency measure, comprised a joint 
settlement of wages and prices for two years in the light 
of prevailing economic conditions. But the issue of a more 
permanent incomes policy remains controversial. This is 
not only because of the traditional resistance of the 
partners in the labour market to Government intervention 
in wage settlements, but also because it is held by many 
that a strict price control— which might become the 
counterpart of an incomes policy would hamper 
necessary structural adjustments of the economy. 


The “package deal” referred to above consisted, in 
principle, of a general stop on profits and wages.1” The 
profit stop was abolished after nine months, and since 
October 1963 the Price Control Act (also part of the 
package deal) and the Monopolies Control Act form the 
basis of the administrative supervision of рисез.158 The 
Price Control Act, valid until April 1965, provides a 
much more flexible review system for prices, allowing 
examination by the price authorities of price develop- 
ments in particular branches 158 and the possibility of 
decreeing a price stop, maximum prices and/or maximum 
mark-ups. Comparatively little use has been made of 
price intervention on this basis and the law has been used 
mainly to promote competition. 


The wage-stop (which granted some increases to low 
income groups and some small general increases during 
1964, and did not exclude cost-of-living adjustment) 
has been helpful in keeping wage increases under control 
during the two years. Since management and labour are 
also anxious to establish for the future some co-ordination 
between various wage settlements, a new procedure of 
negotiation has been agreed. This procedure provides for 
a preliminary agreement on the general frame for overall 
wage increases, after which special negotiations are to 
take place within branches. Quite recently these negotia- 
tions led to a frame agreement granting wage increases, 
which were close to the amount suggested by the Eco- 
nomic Council in November,!® as being compatible with 
certain assumptions regarding future economic develop- 


156 Thid. 

157 See also the SURVEY for 1963, Chapter II. 

158 According to the Monopolies Control Act, para. 24, price 
increases by “ dominating ” enterprises or by cartels must be author- 
ized in advance. Since commodities can be exempted from this rule 
and such exemptions can be withdrawn, there existed, even before 
the Price Control Act, a means of extending direct price control 
when strong price pressures developed. 

159 Such examinations may also be carried out on request by con- 
sumers’ organizations. 

180 See Indkomstramme og Indkomststatistik. Det @konomiske 
Rad, Copenhagen 1964 (Report to the Government with a view to 
formulating an incomes policy in the actual economic situation, 
from the Chairmen of the Economic Council, November 1964). 
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Stabilization policies in Italy, France and the 
United Kingdom 
Italy é 


In Italy, the basic balance of payments improved 
radically in 1964, but industrial production declined 
during the year, the employment position deteriorated, 
and unused capacity was in evidence during the second 
part of the year in most industrial sectors. 

Consumers’ prices and the implied price index of gross 
national product both went up by about 6-7 per cent, 
which was only slightly less than in 1963. And-wage rates 
continued to increase rapidly in 1964, especially in industry, 
although not quite as fast as the year before. In terms of 
the global wage bill the increase in wages has been 
partly outweighed by an increase in unemployment — 
open or concealed — by shorter working hours, and by 
slower wage drift; but unit labour costs continued to 
increase in the latter part of the year, because of the fall 
in production, and industrial profit margins were further 
squeezed (see Table 10).181 

In terms of price and wage increases, developments in 
1964 closely resemble those of the previous year. But in 
terms of production, employment and the balance of 
payments, Italy’s economic situation in the autumn of 
1964 contrasted sharply with that of 1963 when there 
was excessive domestic demand and a large balance-of- 
payments deficit. Broadly speaking, Italy passed in 1964 
from a situation of demand and cost inflation to a situation 
of cost inflation only. The Italian authorities are at 
present confronted with the major problem of revitalizing 
economic activity, without imperilling the results obtained 
in 1964 in Italy’s foreign account. 


This change in outlook is quite recent. For the greater 
part of 1964 the Italian authorities pursued restrictive 
fiscal and monetary policies. In. February, the overall 
credit squeeze — introduced in the summer of 1963 — 
was supplemented by more specific measures: indirect 
taxes on gasoline and cars were increased, and consumers’ 
credit for durable goods — including cars and television 
sets — was tightened. In August, there was a second 
wave of restrictive measures, essentially of a fiscal nature; 
the most important was an increase in turnover tax rates 
by 20 per cent (from 3.3 to 4 per cent) for a three-year 
period. 


However, during the summer it became increasingly 
clear — as the rate of activity continued to decline — that 
the economic situation was turning from excessive to 
insufficient domestic demand and that the revival of 
exports was not sufficient to sustain production at full 


1вт Lack of statistical evidence makes it impossible to quantify 
changes in corporate profits and savings. For a first empirical 
attempt in this direction, see С. Fua, “ Un quadro di riferimento per 
la politica economica ”, in L’Industria, No. 2, 1964. 


security contributions, which were taken over by the 
state budget.1® In the autumn of 


reacted to it. It is generally agreed that investments are 
hampered, not by lack of finance but by a low propensity 
to invest in view of the uncertain business outlook. At 
about the same time a few measures were taken to 


stimulate consumer demand: the special tax on cars, 


introduced in February 1964, has been abolished and 
credit restrictions on the financing of purchases of motor- 


cycles and television sets have been withdrawn. No further | 


measures affecting consumer durables have been envisaged 
because of the obvious reluctance of the Government to 
bring about a repetition of the past pattern of economic 
growth and because of the priority accorded at present 
to social investments and the development of the South. 


At present an “organic” programme for economic 
recovery is under governmental consideration, but so 


far only a number of guidelines have been made public. 


The authorities seem to have discarded the idea of 
increasing the disposable income of households through a 
more liberal fiscal policy because of the inflationary risks 
involved. Instead, a special effort will be made to speed 
up programmes for public works and for the construction 
of low-rent dwellings, for which a large part of the 


financial means had already been earmarked. Investment 
programmes 


of public corporations will also be 


stepped up. 

As for the private sector, it is envisaged that low-cost 
credit facilities will be made available, mainly to stimulate 
industrial exports and rationalization investment. These 
selective measures will be supplemented by assistance of 
a more general nature in the form of a further shift of 
enterprises’ social security contributions to the fiscal 
authorities. At the same time attempts will be made to 
persuade trade unions to moderate their wage claims. 
It is not yet known what the impact of this programme on 
the state budget will be, but any substantial widening of 
the expected deficit seems to be ruled out.1® In fact the 
budget for 1965,.approved in December 1964, shows а 
smaller deficit than the one for 1964, even, though public 
investments are expected to increase. 


Present difficulties will be eased by the impending 
approval on the part of Parliament of three important 
policy documents — the Five-year Plan 1965-1969; а 


ase Partly also because enterprises ran down stocks. During 1964 
both private consumption and exports of industrial goods increased 
while industrial production fell. 


1в3 This measure has lowered, on average, the current operating 


expenses of enterprises by about 2-2.5 per cent. See Mondo Econo- 
mico, 30 January 1965. 


164 See the statement of the Minister for the Treasury to the 


eee of Deputies on 26 February 1965 (24 Ore, 27 February 


ae The constitutional law provides only little room for manceuvre 
in this respect. See the declarations of the Finance Minister before 
the Finance Committee of the Senate (Mondo Есопописо 
27 February 1965). ; 


1964 a more liberal | 
credit policy was adopted but private investment scarcely _ 
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law which extends the life of the Cassa del Mezzogiorno 
until 1980; and a much-debated law on town and country 
planning — even though these measures aim at solving 
long-term, structural problems. Rapid approval of the 
law for the Cassa, which provides this institution with new 
funds and new directives, will speed up the implementa- 
tion of various industrial and agricultural projects in 
the South which are lagging behind while awaiting the 
promised Government facilities; and the final approval 
of the five-year development plan and of the town and 
country planning proposals should contribute to dispelling 
the present atmosphere of uneasiness and_ hesitation 
which has caused business circles to adopt a “ wait and 
see ” policy. 

It remains to be seen, however, how the long-term 
policies outlined in the Five-year Plan can be co-ordinated 
with short-term counter-cyclical action. Partly because 
Italy has experienced a long period of economic expansion 
undisturbed by severe inflationary strains (unlike many 
other industrial countries) it has only recently become 
necessary to devise the institutions and policy instruments 
appropriate for dealing with business fluctuations. The 


present difficulties have brought to the forefront the 


importance of creating a well-conceived mechanism for 
quick and efficient application of counter-cyclical policies, 
and this, in turn, is an essential pre-condition for the 
fulfilment of medium-term targets. 


France 


The purpose, nature and first results of the stabilization 
plan adopted in France were described in last year’s 
Survey.!® The rationale of the plan was to bring under 
control inflationary tendencies by reducing the rate of 
increase of public and private consumption. It implied a 
continued increase in investment (with a higher share: of 
productive investments, eventually permitting a faster rise 
of productivity), a lessening of the tensions on the labour 
market, and an improvement of the competitive position 
of French industry. It was assumed that such a marginal 
reallocation of resources from consumption to investment 
could be brought about by a combination of continued 
high public investments and residential construction 
with measures to reduce cost pressures and improve 
conditions of investment financing for private industry. 
It was also expected that export demand would continue 
to increase rapidly, making up for. any unforeseen 
weakening of domestic demand. Finally, it was hoped 
that the easing of demand pressures would facilitate 
structural improvements in agriculture and distribution. 


On balance, the implementation of the stabilization 
plan proceeded slowly, but without major disturbances, 
until the summer of 1964. Price increases slowed down 
substantially and although industrial production ceased 
to expand, it was still well above the level of the corres- 
ponding period of 1963. The rate of personal savings 
remained stable and the increase of the trade deficit was 
kept within acceptable limits in spite of the measures taken 
to use imports to contain prices. The expansion of credit 
slowed down, mainly as a result of credit restrictions and 
of a decline in the budget deficit. Finally, there was no 


166 See the SuRVEY for 1963, Chapter II, pp. 62-65. 
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further heightening of the tensions in the labour market, 


although wage rates continued to increase. 


At this juncture, the principal disquieting feature was 
the growing reluctance of private industry to increase 
its investment. Already in 1963, the relatively small 
increase in the volume of total private productive invest- 
ments (2.8 per cent) appears to have been achieved entirely 
through rapidly expanding investments in trade and 
services, whereas the INSEE industrial inquiry 197 
indicated a 5 per cent decline. A similar decline was 
expected for 1964. 


The overall outlook changed gradually, but radically, 
in the second half of the year. The increasing sluggishness 
of consumer demand led to decreases in output, first in 
textiles and motor-cars and then in clothing, leather and 
footwear, consumers’ durables and some other smaller 
industries, whereas no signs of recovery appeared in the 
production of machinery and equipment. As a result, 
total industrial output declined continuously from Septem- 
ber 1964, and by December was only 0.7 per cent above 
the corresponding month of 1963. The number of hours 
worked also decreased; unsatisfied job demands increased 
and employment offers decreased sharply. Hourly wage 
rates continued to increase somewhat during the second 
half of the year; but as a result of the sharp decline in 
overtime work, hourly earnings may have decreased in 
the fourth quarter. At the same time, the acceleration of 
savings and time deposits reflected a change in the 
consumer’s outlook. An increase in involuntary stock 
accumulation in industry and trade, and a serious 
depletion of orders on hand, led to a generally gloomy 
business outlook.1® 


This is confirmed by the findings of the November 
1964 inquiry into the investment intentions of manu- 
facturing industry; this showed that 43 per cent of the 
enterprises intended to decrease their investments in 
1965 and only 27 planned an increase. The corresponding 
figures for 1964 in the November 1963 inquiry were 
31 and 34, respectively, and actual investment declined by 
about 5 per cent.!”° However, the answers differed 


167 This inquiry covers only’ private manufacturing industries 
(including metallurgy) and nationalized industries in the “ competi- 
tive” sector, which together account only for about one-third of 
total productive investments. Investments in the “ non-competitive ” 
nationalized industries (electricity, gas, coal, etc.) increased by 
8 per cent in 1963 and 1964, explaining largely the overall increase 
of enterprise investments. 

168 The decrease in purchases of cars and other consumers’ 
durables and the corresponding increase in savings reflected partly 
a shift towards private financing of residential construction combined 
with an increase in minimum hire purchase deposits. 


169 According to the business tests carried out by INSEE, the 
order-book position was more unfavourable in September 1964 than 
at any time since 1960, and has deteriorated since; by December, 
manufacturers’ stocks were considered to be abnormally high. 
(Etudes et Conjoncture, Suppléments Nos. 9 and 12, 1964.) The con- 
trast between businessmen’s “ general” and “ personal ” expecta- 
tions, already evident in early 1964, was further accentuated in each 
business test. Thus, in January 1965, 9 per cent (against 25 per cent 
in March 1964) of the respondents expected a general increase in 
output, but 19 per cent (against 33 per cent) an increase in their own 
output; 44 per cent (against 18 per cent) expected a decrease in 
general output and 23 per cent (against 9 per cent) a decrease in 
their own output. 

170 Etudes et Conjoncture, Supplément No. 1, 1965. 
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jium-sized enterprises. The very large enterprises, as 

| as the whole branch of metallurgy, which are in 
contact with official planning and operate with a 
longer perspective, did not follow the downward 


enterprises would be insufficient in itself to initiate an 
upturn. If anything, the general outlook has deteriorated 
since November. ы 

Slackening investment demand was partly offset in 
the second half of the year by a sharp expansion of 
exports to countries outside the Franc zone as a result 
of strong demand, first in the United Kingdom and 
subsequently in western Germany. However, it appears 
that this expansion was also brought to a standstill by 
the end of the year, and the January INSEE industrial 
inquiry revealed an unprecedentedly low level of foreign 
orders for all but a very few industries. — 


In these circumstances, it becomes more and more 
questionable whether the basic assumptions of the 
stabilization plan are still valid. Admittedly, the plan 
has not yet fully achieved its purpose in several respects. 
The “inflationary bias ” of the French economy has not 
disappeared entirely 17? and relatively little progress has 
been made towards the elimination of structural weak- 
nesses in agriculture and trade and towards the improve- 
ment of the competitive position of French industry. 
On the other hand, the better mobilization of savings and 
the strengthening of the structure of the financial market 178 
has somewhat improved the possibilities of investment 
financing. 


In theory, it may be possible and perhaps even desirable 
to resume expansion through a rapid increase of private 
productive investments while continuing the restraint of 
private disposable incomes with only minor concessions.1”4 
In practice, however, the deterioration of business 
confidence due to the weakening of demand may have 
gone so far that an upsurge of private investments can 
hardly be expected in the absence of an early change in 
the Government’s overall business cycle policy. 


"1 The percentage difference between investors expecting an 
increase and those expecting a decrease changed from —8 for 1964 
to +33 for 1965 in the 40 biggest enterprises. 


172 Нуеп in the January business test, 36 per cent of the answers 
expected a general rise in prices and 4 per cent a decline (51 and 1 per 
cent, respectively, in March 1964). However, referring to their own 
products, only 11 per cent of the industrialists expected price 
increases and 8 decreases (13 and 5 per cent, respectively, in March 
1964). The same inquiry in non-food retail trade disclosed 12 per 
cent expecting a price increase and 4 a decrease (37 and 3 in 
December 1963). 


из For the special measures taken for this purpose, see Commis- 
sariat Général du Plan, Rapport sur l’exécution du Plan 1963 et 1964, 
Paris 1964, pp. 32 to 37. 


“4 Measures already taken include tax alleviations resulting from 
the widening of the tax brackets (partly in 1965 and partly in 1966), 
an increase in the minimum wage beyond that called for by price 
increases, and an increase in unemployment benefit, all of which 
would favour low income groups. Moreover, recent decisions will 
have the effect of raising the wage bill of the public sector by almost 
5 per cent in 1965. 


persists and demand for 


Against this, the Government may prefer to leave the 
temperature of the economy below normal for some time — 
yet. There is the obvious reason that the processes of ; 
cost inflation have not yet worked themselves out; this | 
limits the scope, for example, for encouraging investment 
by dropping price controls. The prospects for the trade 
balance are by no means secure; a strong revival of 
demand might increase the current external deficit 
beyond the limits which the Government considers 
permissible even though the reserves stand so high. The 
importance attached to the balanced budget precludes 
the extensive use of the fiscal instrument for reviving 
either investment or consumers’ demand. Finally, in 
some quarters, there is still some hope of a spontaneous 
recovery before too long. Whether this cautious line of 
policy would survive a few more months of stagnation, 
or even decline, in activity remains uncertain. It is 
equally uncertain (particularly when British experience 


is borne in mind) whether these are the conditions most | 


propitious for the structural reforms in the French 
economy which are recognized to be necessary. 


The United Kingdom 


The threat of excess pressure of demand on the labour 
market and on the balance of payments began to be 
appreciated at the beginning of 1964, and was recognized 
in the budget of April, when indirect taxes were raised to 
cool down the growth of consumer demand. Export 
prospects then seemed reasonably good, and the rapid 
rise in imports was expected to level out. It was realized 
that the balance of payments would inevitably be in 
deficit, but it was not expected that the deficit would 
exceed an amount that could be met from the reserves 
and by borrowing without serious disturbance. The 
Government was prepared to ride through such a deficit 
to preserve the momentum of faster economic growth. 


In fact, however, although the expected levelling out of 
imports did occur (at a very high level), exports failed to 
increase — a failure associated with a temporary check 
to the rise in industrial output— and there was ап 
abnormally large outflow of private long-term capital.176 


115 See Le Monde of 26 February 1965, р. 1. 


aS Preliminary estimates for 1964 show the following 
increases in the payments and receipts making up the “ overall 
balance ” in 1964 compared with 1963: 


Payments Receipts 
| £ million 
Increases in 
Imports... а, os Me о п ee 657 
Exports (2) CSRS Gk a ee ee 184 
Government expenditure (met) .......... 44 
Other’ current'credits' (пе Па м 47 
Long-term capital outflow (пе). ......... 197 
¥ 898 231 


Source ; Cmnd. 2629, HMSO, March 1964. 


у the late summer it was realized that the overall deficit 
for the year, on current and long-term capital account 
ogether, would probably be of the order of £700-£800 
million (well over $2 billion) — or nearly 3 per cent of 
gross national product; and that a lesser, but still un- 
_ acceptably large, deficit was probable in 1965. Deficits of 
this order could not be regarded as merely a passing 
_ phase in the move to a higher growth rate. 


_ The measures taken by the new Government in October 
and November 1964 attacked the critical balance-of- 
_ payments problem directly, and even violently; a 15 per 
cent surcharge was imposed on imports of manufactured 
_and semi-manufactured goods representing almost one- 
_ third of the total British import bill. This was accompanied 
by the introduction of a rebate on indirect taxes entering 
_ exports (estimated to reduce export costs on average by 
about 2 per cent). In addition, a series of tax changes 
was proposed, together with increases in social insurance 
- contributions and benefits to which the new Government 
was committed; most of these were to take effect in 
April 1965.17? The net effect of all these measures would 
be a substantial increase in the Government’s surplus. 
Yet the extent of early deflation to be achieved is doubtful, 
since a large proportion of the extra taxes and social 
insurance contributions will fall on business and can be 
expected to affect either prices or investment only after a 
considerable delay. Subsequently, Bank Rate was raised 
from 5 to 7 per cent, and the banks were invited to curb 
the growth of advances, particularly for consumer credit 
and property development. 


The question now "8 — particularly since the Govern- 
ment has decided to reduce the surcharge as from the end 
of April—is how big must be the third instalment, 
generally expected for the budget of April 1965. 


The Government faces a difficult dilemma. On present 
forecasts (taking those of the National Institute) total 
domestic demand will increase over the next 12-18 months, 
although at a moderate pace and well within the growing 
capacity of the economy. These forecasts, however, 
being based on current trends and on policy measures so 
far taken, do not indicate a sufficient increase in exports, 
or reduction in imports, to bring the balance of payments 
near to a reasonable equilibrium in the foreseeable 
future.17? Moreover, the forecasts imply that the present 
very high degree of pressure on the labour market — 
with unemployment below 114 per cent — will not be 
relieved. On these grounds, the arguments for further 
defiation of domestic demand are clear enough — to keep 
down imports, to “ make room” for more exports, and 
to reduce the impetus to further inflation of money 
incomes created by the tight labour market. Neither of the 
last two aims can in any case be expected to show results 
for several months. The need to keep down imports is 
the most urgent. If it is to be assumed that the direct 
attack on imports cannot be maintained, and given the 
commitment to preserve the present parity of sterling, 
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177 Except for an immediate increase in the tax on petrol. 

178 Written in March 1965. 

178 Jhid. The National Institute’s forecast is that the overall deficit 
in 1965 and in the first half of 1966 will still be at an annual rate of 
more than £200 million (assuming that the import surcharge will be 
completely removed at the end of 1965). 


the only way open is to secure the same effect indirectly 
by deflation of domestic demand; this would hit imports 
of food and industrial materials as well as the imports of 
manufactures which have been responsible for the violent 
rise in the import bill. 

The risks attached to deflation are equally evident. 
The stimuli applied to the economy at the end of 1962 
and in early 1963 — although, it is now clear, too strong 
— were introduced with the serious hope of ending the 
cycle of “ stop-go ”. It was hoped that the co-operation 
of industry and the trade unions, under the guidance of 
the National Economic Development Council, would 
make possible a phase of sustained and balanced growth. 
The expansion, it was hoped, would help forward struc- 
tural changes in the economy and would thus improve its 
international competitiveness. The operation was an 
experiment in applying the theory that growth breeds 
growth, that the economy could be shifted into the 
“ virtuous circle ”. 

In the event, the reactions of the economy to the 
stimuli during 1963 and 1964 were little different from 
those in previous expansions; but the pace was somewhat 
faster, especially the rate of increase of imports. Yet the 
expansion did lead, after the normal delay, to a substantial 
increase in industrial investment, and to a recovery in 
industrial confidence. Even after the crisis measures of the 
autumn, and the rise in Bank Rate, industrialists appear 
to remain confident of the possibilities of further expan- 
sion and have not seriously modified their investment 
intentions for 1965. Meanwhile, a serious effort has begun 
to introduce some of the structural changes that are 
needed — for example to spread more widely the interest 
in export trade, to make fuller use of the reserves of 
labour in the less fully-employed areas of the country, 
to increase the facilities for industrial training and 
mobility, to improve the efficiency of the docks, to cut 
out restrictive practices and to redeploy the manpower 
and other resources tied up in less productive uses. The 
efforts to introduce co-operation in the control of income 
increases and to restrain price increases have been brought 
closer to realization than ever before. 


In these circumstances, a deliberate application of the 
brakes may seriously undermine the confidence on which 
the chances of sustained growth — not only now but also 
in the future — necessarily rest. It would not be easy to 
slow down consumption, while maintaining productive 
investment and increasing exports. Investment, in parti- 
cular, seems to depend too heavily on expectations about 
the overall growth rate. Nor would a significant degree 
of deflation make structural reforms, the increase of 
productivity, or the elimination of under-employment or 
wasteful activities, any more easy. Moreover, there are 
clear signs that the private investment boom — which 
is necessarily competitive with exports in the engineering 
industries — will begin to fade within a year. It would not 
seem justifiable to hasten its end. And the external 
financial position of the United Kingdom is likely to 
improve considerably in the next few months, if only 
because of the reversal of the short-term capital movements 
which largely brought about the autumn сг151$,18° and 


180 Reviewing the incomplete information available for the fourth 
quarter of 1964, the Bank of England comments: “It looks very 
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of the further drawing to be made on the International 
Monetary Fund. ; 

Yet the consideration of overwhelming importance is 
that the underlying weakness of the current account, 
coupled with the continuing net outflow of long-term 
capital and the heavy repayment obligations incurred for 
short-term assistance, has created an immediate necessity 
for corrective action. The urgency of the problem is 
likely to force tax changes to keep down the growth of 
domestic demand. Previous experience shows that the 
major effect of such action is likely to be to restrain 
imports (which appear to be highly elastic in response to 
changes in total demand) rather than to stimulate exports. 
The solution can be regarded as only temporary and will 
do no more to reconcile the underlying conditions of the 
balance of payments with possibilities of sustained growth 
than the similar solutions adopted in 1955-1956 and 
1960-1961. 

The extent of restraint required —although very 
difficult to judge and in present circumstances particularly 
difficult to apply — is not so great in fact as to bring the 
expansion of the economy to a halt. A reduction of 
domestic demand by £200 million a year, for example 
(equivalent to 1 per cent of consumer expenditure), 
would go a long way to improve the immediate balance- 
of-payments prospect (especially if separate action could 
be taken as well to reduce overseas defence expenditure 
and -to keep under control the outflow of long-term 
capital); action on this scale would probably reduce the 
growth of gross national product from the 314 per cent 
expected during 1965 on current trends to about 214 
per cent. 


Ways of dealing with the immediate balance-of- 
payments problem are, however, less difficult than the 
application of longer-term remedies. For almost the 
whole postwar period, the central problem for economic 
policy has been to increase the export bias of British 
industry. Neither the short periods of relatively fast 
expansion, nor the periods of stagnation or slow growth, 
have seen a significant improvement in the export ratio. 
Relief of the pressure on capacity cannot in itself be 
expected positively to stimulate the propensity to export. 
Nor can it do much to improve the climate for structural 
reform and to increase efficiency within industry. 


But a period of relatively low pressure does offer an 
opportunity for Government action which will increase 
the positive attractions of export business. It is an 
opportunity, for example, for instituting measures of 
tax reform that could counteract the widespread reluctance 
to undertake the efforts, high risks and relatively low 


broadly as tough rather more than one half of the drain of some 
£580 million represented by the fall in reserves and the receipt of 
special assistance during the quarter was due to confidence move- 
ments; one quarter or more was due to the United Kingdom’s own 
deficit on current and long-term capital account; and the remainder 
resulted from the adverse turn in the payments position of the 
overseas sterling area countries.” On the effects of the leads and lag 
in normal commercial payments, the Bank comments: “To this 
extent sterling is technically in a stronger technical position in the 
aftermath of the crisis than is apparent at first sight; and the reversal 
of this abnormal pattern of payments as some confidence returns is 
already beginning to bring support to the pound.” Bank of England 
Quarterly Bulletin, March 1965. 


profits of exporting. To strengthen the export bias” 
permanently means to change habits and attitudes, as 
well as price and profit relationships, and will not be done 
quickly. But only if it can be done, by one means or 
another, will the United Kingdom economy move into 
a phase of sustained growth.'* 


(b) Prospects for 1965 


In earlier sections of this chapter, the projections for 
1965 made in individual countries (see Table 3) — some 
official, some the assessments of private institutions — 
have been taken as points of reference, although not 
necessarily as forecasts of what will most probably 
happen. Some of the projections were made months ago 
and have been overtaken by recent events; but they serve 
as guides to the trends of the economy as seen at the time 
the projections were made, and as expressions of the 
short-term aims of economic policy.1® In general, these 
forecasts suggest that 1965 will see a restoration of the 
trend towards convergence of growth rates among the 
western European countries, after the marked diver- 
gences that opened up in the course of 1964. Is this still 
the most likely outcome? The answer partly depends on 
the future course of economic trends in the private sectors 
of the economies — on demand and output capacity. But 
it also depends very heavily on new directions of policy. 


It was pointed out in section 1 that, from the conjunctural 
point of view, the countries of western Europe at present 
fall into two groups. In the one group — France and 
Italy — policies of restraint have. fairly successfully — 
relieved the pressure on prices and (in Italy) on the 
balance of payments, but at the cost of stabilizing or 
reversing the growth of demand and output. Capacity 
and manpower are not fully used, and the physical 
potential for a significant increase in output exists. The 
official forecasts imply a revival in France, ard a reversal 
of the downward trend in Italy, yet there are in fact 
few signs at present that demand will recover of its own 
accord. For the governments of these countries, the 
problem of policy is when, how and how much to stimu- 
late a revival of growth. Belgium may be approaching a 
rather similar situation. 

For the rest of western Europe, capacity and manpower 
are under some pressure; present trends and existing 
economic policies indicate further expansion of demand 
for at least the next twelve months. This expansion of 
demand can be met, of course, only by a rising labour 
force, by rising productivity, by rising net imports or by 
some combination of them. The problem of policy differs 
from country to country, varying with the probabilities 
that output will in fact match the rise in demand, the 
risks inherent in the prospective balance-of-payments 
positions, and the importance attached to further pres- 
sures on costs and prices. If there were no change in 
policies, and if the risks to the balance of payments and 


oe Written before the April 1965 Budget which announced net 
tax increases (mainly indirect taxes) at annual rates approaching 
£250 million and measures expected to reduce capital outflows by 
at least £100 million. 


— As shown in section 4, page 47, experience with similar fore- 
casts in the past shows that on balance they tend to underestimate 
changes in growth rates. 
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Prices could safely be ignored, then demand and-output 
In most countries other than France, Italy and Belgium 
could be expected to advance at much the same rate as 
in the past year or two. The slower rates of expansion 
foreseen for 1965 in the latest available official forecasts 
for western Germany and the Netherlands, in particular, 
seem to underestimate the rates of growth inherent in the 
present trends of demand and output (see section 1, 
page 7). 

Moreover, big changes in any of the large western 
European economies can have a significant effect on 
faster growth of output of other countries in the region — 
large or small. In some degree, the growth rate of gross 
national product of western Germany and the United 
Kingdom (especially the latter, because of the depen- 
dence of growth in the United Kingdom on the balance 
of payments) depends on whether recovery is resumed in 
France and Italy. And recovery in France and Italy could 
be, to a certain extent, dependent on the course of 
demand in western Germany and the United Kingdom. 
This interdependence is, of course, much more evident 
for the smaller countries, such as the Netherlands and 
the Scandinavian countries, which are heavily dependent 
on export trade with their larger neighbours. 


Policies for restimulation 


For the countries seeking a revival of expansion, the 
problems are particularly delicate. Some lessons that may 
have a wider application may be drawn from past 
experience in the United Kingdom — more accustomed 
than most to experiments in the engineering of revivals 
from periods of stagnation. This experience has shown 
two things.1®* First, that to restimulate demand quickly 
is in itself quite easy. In the United Kingdom, the most 
effective instrument has been the reduction of direct and 
indirect taxes, although expansion of public expenditure 
(generally on investment) and the easing of consumer- 
credit terms (to the extent that these are subject to 
government control) have also played key roles at times. 
The major effect, in the first place, has been an expansion 
of consumption; private investment has reacted, but only 
after a considerable delay. Second, British experience has 
shown how easy it is to misjudge the extent of the stimulus 
needed to secure a given result. Knowledge of the 
mechanism of the economy is not so advanced that it is 
yet possible to forecast the effects of policy with the 
rather high degree of accuracy necessary when changes are 
in any case small, and when margins of safety are 
narrow.184 What is clear, however, is that to take up the 
whole of the reserve capacity of the economy as quickly 
as is physically possible sets off a growth rate of demand 
which will necessarily continue to exceed the normal 
growth rate of capacity and manpower after the excess 
capacity has been re-employed. Analogous difficulties 


183 For a general review, see J. C. R. Dow, The Management of the 
British Economy 1945-60. Cambridge University Press 1964; see also 
Frank Brechling and J. М. Wolfe, “ The End of Stop-Go ”, Lloyds 
Bank Review, January 1965. 

184 For an illustration of the uncertainties surrounding calcula- 
tions of the future effects on the economy of policy changes, see the 
review of experience in the Netherlands in Economic Survey of 
Europe in 1959, Chapter VI, pp. 13-16. 


can arise when the purpose is to restrain demand: the 
further consequences of the initial restraint may bite 
deeper and last longer than intended (as may have 
occurred in Belgium). 


In both France and Italy the authorities are not seeking 
simply a revival on any terms of the expansion of overall 
demand. They have other considerations in mind. The 
first is that expansion should fit into the framework of the 
medium-term programme in France, and, in Italy, 
should accord with the general long-term objectives for 
the economy which are now being formulated in more 
precise terms. This consideration implies a policy for the 
selective encouragement of private investment and for 
the improvement of the structure and competitiveness 
of the economy. The simple encouragement of consump- 
tion, for instance by tax reliefs, would not appear to be 
consistent with these aims. Second, there is the need to 
avoid the reappearance of pressures on costs and prices 
which may not yet have fully worked themselves out. 
Third, importance is attached — if only for psychological 
reasons — to maintaining at least the present ratio of 
tax receipts to expenditure in the budget; since public 
expenditure must in any case rise to achieve the planned 
objectives, this makes it difficult to use tax reductions as 
an instrument for ехрапз!оп.185 American experience 
has shown how long it takes to get the public to accept the 
flexible use of the budget as an instrument of economic 
policy. Finally, the current balance of payments may still 
be an inhibiting factor in Italy, although it has returned 
into surplus in the present conditions of restricted growth. 
In France, the balance of payments has not been a major 
consideration in the past year, but the current account 
worsened in 1964 and the overall position has been 
increasingly covered by an inflow of capital, in a form 
which is not entirely welcome. 


For these reasons, policies for stimulating the economy 
in France and Italy are bound to be cautious. The ques- 
tion is whether methods of stimulation can be found which 
do not conflict with the considerations listed above, and 
which are yet effective. It may be found that relatively 
small increases in public investment, together with addi- 
tional incentives to private investment (as are now being 
tried in Italy), will not in fact be sufficient. Private invest- 
ment, in particular, may not react until after it has become 
evident that the economy as a whole has returned to the 
path of expansion, and this may not happen until the 
largest element of demand, private; consumption, is 
clearly on the upturn. 


The policy problem in the expanding economies of western 
Europe 


In the countries where demand trends indicate con- 
tinued growth during 1965 (that is, as suggested above, 
all except France, Italy and, probably, Belgium), a 
major objective of policy in the long term should be to 
stimulate flexibility in the use of resources and a pattern 
of investment offering the best possible use of manpower. 


185 If reductions in tax rates are successful in achieving overall 
expansion, the elasticity of the revenue may preserve the budgetary 
balance. But this is necessarily uncertain, and depends on the 
structure of the tax system. 


_ other Secretariat studies.187 — 


In Denmark and the Netherlands, the current trends 
of demand seem likely to impose strains and may need 
to be modified, in the interests of the balance of payments 
or of price stability. In Austria, too, there is some concern 
over the current trend of demand. In Switzerland, it 
seems necessary to maintain the existing credit restraint 
and the restrictions on building, because the growth 
potential of the economy is held back by the limits set — 
for other reasons — оп the inflow of foreign workers. 
In Norway, Sweden and Finland policies are at present 
slanted towards keeping up the rate of expansion; no 
marked change in direction is likely at present, although 
there is some apprehension in Norway lest increasing 
imports lead to a bigger deficit on the current balance of 
payments than was originally provided for in the National 
Budget.. 

In western Germany the main concerns are, first, 
the shortage of workers, holding back to some extent 
the potential growth of the economy, and second, the 
pressures that are feared on costs and prices. The 
shortage of labour may be to some extent relieved by 
the active policy of recruiting foreign workers, especially 
in view of the large surplus of Italian workers resulting 
not only from the weakness of demand for labour within 
Italy but also from the restrictions on the recruitment of 
foreign workers in Switzerland.1** To modify the pressures 
on wages and prices in western Germany, the authorities 
are pursuing a policy of mild restraint, chiefly through 
credit policy, while making full use of the persuasive 
instrument of Seelenmassage. Again, no marked modifica- 
tion of policy is foreseen at present. 

For western Europe as a whole, therefore, the growth 
of output in 1965 is in any case likely to be less than in 
1964 (taking the average level for each year). The out- 
come in western Germany and the Netherlands may 
exceed the latest projections, but policy may modify 
(downwards) the projections for the United Kingdom, 
and policies of restimulation in France and Italy and 
perhaps Belgium may restore growth rates, but not until 
after the middle of the year at the earliest. The biggest 
problems of short-term policy within western Europe this 
year are thus, first, for the United Kingdom to move 
towards the reconciling of economic growth with equili- 
brium in her balance of payments and second, for France 
and Italy to find ways of reviving the growth rate without 
impairing long-term objectives and structural reform and 
without sowing the seeds for the recrudescence of excess 
demand and cost inflation. If these problems can be 
resolved, then by the end of 1965 or early 1966 the 
disturbances of 1963-1964 — and early 1965 — may give 
way to a smoother rhythm of expansion. The conditions 
in which smooth growth can be sustained, and especially 


#86 As pointed out in section 3 (page 35), it is estimated that 
within the European Economic Community there are half a million 
vacancies for foreign workers, of which 300,000 are in western 
Germany. 
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The restoration of more ог less uniform 


demonstrated how changes in trends and in policy in one 
country react on others. Examples are the effect of the 
drop in Italian imports on the trading positions of that 
country’s suppliers, including western Germany, France 
and the United Kingdom; the reactions of expansion in 
western Germany on neighbouring economies (in parti- 
cular the Netherlands); the effects on members of EFTA, 
and on other western European countries, first of the 
heavy increase in the United Kingdom’s imports and 
then of the import surcharge. A more general resumption 
of expansion in the countries where growth has been 
interrupted is prima facie in the interests of their 
suppliers.18 But this interdependence should not, of 
course, be allowed to conceal the very real difficulties of 
finding ways of expansion which are not merely effective 
for a year or two (that need present few problems) but 
which can also be sustained. 


Finally, the prospective changes in western Europe’s 
relationships with the rest of the world will pose new 
problems for external economic policy. As was pointed out 
in section 4, western Europe as a whole is now moving 
back into current surplus with the rest of the world — 
after a period of falling surpluses moving in 1964 into 
deficit, caused by western Europe’s rapid growth rate 
and its effects on both the volume and prices of the 
region’s imports. It was suggested, too, that if the United 
States also succeeds in increasing its current surplus, 
the major part of the consequent worsening of trading 
balances must fall on the primary producing nations, 
including the developing countries, whose export incomes 
are now ceasing to rise. This prospect underlines the need 
for as speedy as possible a removal of the fiscal and other 
impediments to western European imports from the 
developing world, although it must be recognized that in 
present conditions the effects on trade would be only 
limited. It is in the interests of the developing countries, 
too, that the increase in the prices of their imports from 
manufacturing countries should be arrested. 


However, for some time to come the prospects of 
economic advance in the developing countries — so far 
as that depends on their economic relations with the 
industrial economies — must rest on the inflow of capital 
and aid rather than on a large expansion of exports. For 
some time now, the ultimate financing of this capital 
flow has been somewhat indirect. Much of the long-term 
capital flow to developing economies has come from 
countries which have themselves been in deficit on current 


187 See the section on “Conditions of sustained growth” in 
Chapter II, page 70, of the Economic Survey of Europe in 1963 
and the forthcoming study entitled Economic Planning in Europe 
(published as Part 2 of the Survey for 1962). 

188 Thus the Economic Policy Committee of the OECD (17/18 
February 1965) reports that “an early resumption of expansion 
in the countries where severe stabilization measures have had to be 
taken is thus becoming a matter of wider interest ”. 


_ т the different countries may or may not be regarded аз 
desirable for its own sake. But the last two years have — 
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_ and long-term capital account (in particular the United 
_ States and the United Kingdom); their deficits in turn 


have been supported by an inflow — largely of short-term 


capital— from the surplus countries. Part of it has 


come, too, from some of the primary producing countries 
themselves, which have temporarily built up sterling and 
dollar balances while commodity prices were high — а 
source of support for the reserve currencies which may 
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now be weakened. Many proposals for the reform of the 
international monetary system are now under considera- 
tion. From the point of view of economic progress in 
the world as a whole, it is important that any better 
system that can be devised should offer an effective 
substitute for the existing indirect methods of channelling 
the current surpluses that arise in western Europe into 
long-term investment outside the region. 


6. ECONOMIC POLICIES AND PROBLEMS IN SOUTHERN EUROPE 


The problems — both short-term and long-term — 
confronting the southern European countries differ in 
so many respects from those of the more industrialized 
countries of the region that this section is devoted to 
completing the account of economic developments in 
these countries in 1964 which has been provided piece- 
meal in previous sections of this chapter.1®9 


In Greece, Portugal, Spain and Turkey further progress 
was achieved in the elaboration or implementation of 
long-term plans, and in institutional and other reforms; 
but advance in Cyprus was considerably retarded by the 
outbreak of communal strife and the continuing emer- 
gency. Indeed, difficulties in Cyprus influenced certain 
aspects of the economic situation in Greece and Turkey 
also, and in the latter country supervened on an un- 
satisfactory harvest. The outstanding feature in Spain 


-was the persistent rise of the price level — which had 


started towards the end of 1962 and had become a 
source of serious concern by the autumn of 1964. In 
Portugal there were no evident signs of strain, but the 
authorities continued to be preoccupied with the problem 
of reconciling a high and growing level of defence 
expenditure with the competing claims on resources of 
development requirements. 


Long-term planning and policies 


1964 was the last year of the Portuguese second devel- 
opment plan and the initial one of Spain’s first four-year 
plan. In Spain it saw the gradual implementation of many 
decrees relating to industry and: the credit system, as well 
as the first stage of the establishment of the industrial 
development and promotion zones, which is one of the 
main goals of the plan. Attention in Portugal was con- 
centrated on the preparation of an interim plan for 
1965-1967, to be followed by a third development plan, 
the basic outline of which has already been sketched.’ 
In Turkey a new landmark was reached in economic 
relations with other countries in December 1964, when 
the transition period — which precedes association with 
the EEC — commenced. Elections in Greece in February 
1964 returned the outgoing Government to office, and 
resulted in a new direction being imparted to economic 
policy: social aspects of the Government’s progfamme, 


189 Tn the wider context of secular economic development, pro- 
gress in the last few years in southern Europe was discussed at 
length in the previous SURVEY (Economic Survey of Europe in 1963, 
Chapter III). 

190 Ror further information on planning and machinery for imple- 
mentation in Portugal and other southern European countries, see 
the Survey for 1962, Part 2. 


involving a considerable element of income transfer, 
were given high priority. 


Last year also saw the initiation or completion of 
certain major projects contained in the national plans. 
In Turkey, for example, the enlarged steelworks at 
Eregli were commissioned and in Spain loans were 
secured from the IBRD (International Bank for Recon- 
struction and Development) and other sources for the 
modernization of the railways and for motorway construc- 
tion. In Portugal work was accelerated on the important 
communication link over the Tagus river (a major project 
of the second plan, financed largely by international and 
other foreign capital), and large-scale irrigation works 
were begun in the Alentejo province. 


Major reforms of the tax system took place in Spain 
and Portugal, as foreshadowed by the decrees issued in 
1963 and summarized in the last SuRvey,!*! while in 
Turkey the authorities again faced the difficult task of 
raising more fiscal revenue, particularly from the agri- 
cultural sector, to finance the development programme. 
It was as a consequence of the vote on the budget that the 
Government resigned in February 1965 and a new 
coalition cabinet was constituted.!®? In Greece, on the 
other hand, income-tax scales and allowances were so 
revised as to lower somewhat the tax burden all round, 
although a tax on real estate transactions was introduced 
and the tax on petrol raised. 


Institutions for industrial development were also 
strengthened. In Turkey the State Investment Bank (for 
the state economic enterprises) was established, and the 
first steps taken to assure the proper control and func- 
tioning of state enterprises through the law of March 1964, 
which inter alia established a ministerial committee with 
wide powers of review. In Greece the two major public 
entities hitherto responsible for promoting and financing 
industry (the respective functions of which had not 
always been clearly delineated) have been combined into 
a single Greek Industrial Development Bank, which 
will also administer public funds for the tourist sector.1 
In Spain four industrial sectors, including iron and steel, 
subscribed to “ concerted action ” agreements.' 


Major changes in agricultural policy occurred only in 
Greece, where a new five-year programme was announced 


191 Survey for 1963, loc. cit. 

192 Parliamentary elections are due in October 1965. 

193 Hor reforms of the credit system in Spain, see the ЗокуЕх for 
1963, loc. cit. 

194 For information concerning these agreements, see the SURVEY 
for 1962, Part 2, Chapter V. 


in the autumn and was preceded by a number of other 
measures bringing immediate income benefits to the 
farming population. The objective is no different, in 
essence, from that previously pursued: to encourage 
cotton cultivation and the substitution of other cereals 
and fodder crops, sugar-beet, etc. for wheat; to promote 
animal husbandry; and, generally, to raise the produc- 
tivity of agriculture, with special emphasis on export 
crops. The means now provided are, however, more 
comprehensive. The policy of subsidizing the acreage 
sown to preferred crops and livestock breeding is retained, 
and applied even more widely; but the system of govern- 
ment buying at fixed prices, formerly limited to one or 
two key crops (such as wheat, tobacco and currants) 
on which so many cultivators depend for their liveli- 
hood, is to be extended to a variety of others, such as 
meat, milk, eggs, and edible pulses. With prices hence- 
forth announced in advance, it is hoped that the combina- 
tion of subsidies and assured prices will induce farmers 
to turn from wheat to other, more difficult, farming 
activities. It was noted in a previous SURVEY that the 
habit of wheat cultivation dies hard, even in the teeth 
of subsidies and other measures,” and market uncertain- 
ties have in the past been one undoubtedly important 
factor impeding a switch to other crops. 


The Government of Greece has also announced a four- 
year programme for the regulation of tobacco growing, 
and has granted subsidies for the export of the 1964 
crop of citrus fruit and fruit juices. Earlier in the year it 
had arranged a settlement of the long-standing problem 
of agricultural mortgages, which considerably alleviated 
the debt burden of farmers, and it went ahead with a 
number of other social measures. In particular, farmers’ 
contributions to the agricultural insurance scheme were 
abolished, and rates of interest on agricultural loans 
further reduced. 


The ultimate success of both the long-term policy 
and the more immediate measures taken to improve farm 
income in Greece can only be judged by the criterion of 
whether they will result in higher output of saleable 
produce. Otherwise, a policy of agricultural price support 
or income transfer can only be self-defeating, since the 
additional budgetary burden cannot then be matched by 
higher real output; and there are in any case limits to 
the extent to which it is possible — or even desirable in 
developing countries —to affect such transfers to the 
majority of the population.1®* Moreover, the guarantee 
of markets and prices is not in itself sufficient; other 
structural impediments to changing the pattern of 
agriculture must also be overcome. This calls for a wide 
range of government activity in the field of public invest- 
ment, manpower training, and marketing and distribution, 
all of which are being given high priority in Greece. At 
any rate, thanks to high tax revenue, the social and 


195 Cf. the Survey for 1963, Joc. cit. Although winter wheat 
sowings in 1964/65 fell from the exceptional level of the previous 
year, they remained higher than in 1962/63. In this connexion it may 
be noted that among the measures taken earlier in 1964 to raise farm 
income was a further increase in the price of wheat, which, while no 
doubt unavoidable, runs counter to the aims of policy. 


196 Cf. the discussion of agricultural policy in southern Europe in 
the Survey for 1960, Chapter IIT. 


economic programme for agriculture did : 
serious м difficulties in 1964, in spite Sofethe 
expansion of public investment. rte avast 

The development plan of Turkey held out the promise 
of land reform and, after a long period of preliminary 
study and discussion of the question, a programme of 
reform was submitted to Parliament at the beginning of 
1965. It envisaged a modest beginning to a task which was 
expected to take 25 years to complete, and provided for 
the expropriation of some of the largest holdings, and for 
redistribution to peasants (who would have 25 years in 
which to purchase the 1апа).137 Compensation to existing 
owners would be spread over 10 years. The programme 
also included provisions relating to minimum and 
maximum holdings in arid and fertile zones, as well as 
credit and fiscal incentives for consolidation and the 
establishment of co-operatives. Attempts made by the 
Government, before its defeat, to speed up parliamentary 
discussion of the project were unsuccessful, but its 
successor is committed to pushing the programme through. 


The economies in 1964 
Cyprus 


The outbreak of communal strife at the end of 1963 
completely transformed the outlook for the economy of 
Cyprus; but, in the event, the overall economic conse- 
quences have so far been less serious than once seemed 
likely, although national product undoubtedly declined.1% 
The most immediate setback, which has affected employ- 
ment as well as aggregate income, was in the tourist 
sector, where prospects for 1964 had been highly 
promising, and where private initiative was at last stirring; 
but losses on this score have to some extent been offset 
by expenditures incurred through peace-keeping opera- 
tions in the island, especially the personal expenditure of 
the troops. Moreover, it appears that public development 
expenditure was scarcely interrupted and was supple- 
mented by government expenditure in other directions. 
Private investment, of course, was. also severely dis- 
couraged. 

With a satisfactory level of agricultural output and the 
safe despatch of the important export crops, total exports 
declined mainly on account of minerals (reflecting essen- 
tially the standstill of mining operations during the period 
of acute difficulties); but the fall in imports resulting 
from a lower level of activity was even greater. Altogether, 
therefore, the current balance of payments did not 
deteriorate; nor was there apparently any important 
flight of capital, in spite of the ease of transfer within the 
sterling area. As noted in section 4, however, Cyprus 
drew on the IMF at the end of 1964, which points to a 
probable weakening of the overall external position 
by then. 

In spite of lower customs and other revenue, public 
expenditures appear to have been met so far without 
generating any signs of inflationary stress. The prospects 


лет Data for 1952 indicate that about one-fourth of the cultivated 
area is owned by 15 per cent of the farming population, and the 
maldistribution has probably been aggravated since. 

"ЕЕ Опе result of the tension between the two communities was that 
economic contacts between them were reduced to a bare minimum. 
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for the present year are necessarily tied closely to political 
conditions, particularly as far as the private sector is 


‚ сопсегиеа.193 The past winter points to the probability 
of a higher volume of agricultural output than in the 


previous year. Public development and other expenditure 
should again be an expansionary element but the conse- 


quent rise that may be expected in private consumption 


might add to balance-of-payments difficulties. 


Turkey 


1 Although the Cyprus conflict had virtually no direct 
impact on the Turkish economy, the political uncertainty 
_ Surrounding it appears to have had a depressing influence 


on the private sector. At any rate, activity in the first 
half of the year was relatively slack. Moreover, as noted 
in section 1, agricultural output was scarcely — if at all — 
higher than in the previous year, and public investment 


` was again short of the plan target. Credit conditions 


remained tight, largely on account of the import deposits 
and other measures taken at the end of 1963 to reduce 
imports, but the authorities raised credit ceilings and 
reauced the reserve requirements of the commercial 
banks when it appeared that private demand was weaken- 
ing. In spite of the recovery of output in the second half, 
national product in 1964 was probably not much more 
than 4-5 per cent higher in volume than in the previous 
year, against the average rate of growth of 7 per cent 
foreseen by the Five-year Plan. Notwithstanding the 
reduction of imports by nearly 20 per cent in value, the 
exchange reserve position remained very difficult and the 
flow of Consortium and other external finance irregular.? 
Shortages of spare parts also affected some industries. 
In view of Turkey’s exposed payments position, and the 
heavier burden of external debt service in 1965, considera- 
tion is being given in the Consortium to the postpone- 
ment of certain debt obligations and the easing of credit 
terms for new loans. Turkey will also have access to the 
European Investment Bank, in accordance with the 
agreement of association with the EEC. 


Turkey’s earnings from tourism are still very low, but a 
co-ordinated effort in this field has been arranged for 
1965, with a view to the progressive development of its 
potential. Also, with an eye to the balance of payments, the 
Government has offered special facilities, notably for 
house-purchase, to Turkish workers abroad who remit 
part of their earnings to a special fund, and by this means 
not only ensures that the corresponding exchange finds 
its way to the official reserves but also offers an induce- 
ment to these workers to return home once they have 
acquired skills. 


Greece 


The substantial rise of national product in Greece in 
1964 of 814 per cent in volume was almost as large as in 


199 Three private oil companies have agreed to a joint arrangement 
(still subject to parliamentary approval) with the Government, for 
the construction of an oil refinery. 

200 Exports rose by about 6 per cent, partly owing to a sharp rise 
of tobacco exports at the end of the year, but also to a widening 
of the range of exports of manufactures. 


` 
> 


Chapter IT — Page 63 


the previous year, even though total agricultural output 
increased somewhat less. Output of cotton and olive oil 
was well below 1963 levels, but that of most other crops 
(especially high-income ones) was higher, and there was 
also a delayed effect on farm income from sales of the 
previous year’s output. Furthermore, farmers’ disposable 
income was augmented by the pricing policy and social 
transfers noted above, which in turn may have stimulated 
industrial production, including that of farm inputs. 
Finally, after delays in implementation in 1963, the 
public investment programme accelerated, and private 
industrial investment was again a rising share of total 
private investment.? Public expenditure was also rather 
higher on account of substantial increases in pay for the 
civil service, but this was offset by revenue in excess of the 
estimates and by domestic borrowing. 


While prices have been relatively stable, the growth 
of consumers’ income was partly responsible for the 10 
per cent rise in the value of imports. However, in contrast 
with experience in 1963, the bulk of this rise was accounted 
for by higher investment activity. Nonetheless, a number 
of restrictions were imposed in the autumn of 1964, 
affecting mainly hire-purchase for consumers’ durable 
goods, while domestic shortages of meat, butter, cheese 
and eggs were met by temporarily suspending or reducing 
tariffs. 


In 1964 there was the first fall in official exchange 
reserves for many years, principally because for once 
increased revenue from invisibles failed largely to offset 
the widening trade gap. This was primarily due to the 
failure of receipts from tourism to increase — a failure 
which appears to have been directly related to the situa- 
tion in Cyprus. Such receipts had hitherto been rising 
regularly, and the long-term prospects remain promising. 


The budget for 1965 reflects the emphasis laid on 
current expenditure on education (17 per cent more to be 
spent than in 1964), health and welfare (up by 18 per 
cent) and agriculture (24 per cent); and state investment 
is to rise 25 per cent. Additional domestic finance is to 
come mainly from higher indirect taxation, with smaller 
recourse to domestic. borrowing than in 1964; but 
balancing depends on higher borrowing from abroad, 
the rise in which accounts for 40 per cent of the estimated 
increase in total receipts. As observed in previous SURVEYS 
and Bulletins, the development programme of Greece 
involves a widening payments gap even on the assumption 
of a regular increase in receipts from invisibles. With the 
settlement of the issue of pre-war debts, the consequent 
activation of the OECD Consortium, and the association 
with the EEC (together with access to its Investment 
Bank) there is a prospect that sufficient external finance to 
supplement domestic saving will be forthcoming. 


Spain 


Agricultural output was nearly 10 per cent lower in 
1964 than in 1963, but income generated in the services 
sector seems to have compensated for this to a large 


201 Total investment in manufacturing (which includes a small 
amount of. public investment) rose by slightly less than one-fourth 
in volume over 1963 and was 15 per cent higher than in 1962. 
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extent, so that. the rise in national product was of some 
6-7 per cent (which compares with over 10 per cent in 
1963). In particular, the sharp rise (of 32 per cent) in 


tourist revenue in 1964 had important income-generating 


effetts by stimulating consumption and employment. 
In-addition, public investment and a boom in private 
dwellings construction led to a considerable expansion of 


building activity. Little quantitative information is yet 


available on other private investment, but the impetus to 
private (including foreign) investment in industry and 
other sectors seems to have continued, although appar- 
ently at a slower pace.” Private investment in agricul- 
ture, however, declined, on account of the slower rise 
of farm income, notwithstanding higher support prices 


for some products.? 


Government consumption of goods and services rose 
less than in 1963, mainly because of steps taken to restrict 
such expenditure in line with the plan objectives. Public 
investment, on the other hand, was planned to increase 
15 per cent in 1964 but, judging from the budgetary out- 
turn and from credits granted to the official credit institu- 
tions, this percentage must have been exceeded. The 
public finances as a whole, therefore, probably had an 
even more expansionary impact than planned. 


As noted in section 4, the trade deficit widened slightly 
in 1964, imports rising 16 per cent, a rate which was 
substantially less than in the two previous years. Imports 
of food, however, were 3 per cent lower, and there was a 
recovery in exports of citrus, as well as an encouraging 
increase in exports of industrial goods. Thanks to the 
increase of tourist revenue, and to a continued net capital 
inflow, the substantial rise of foreign exchange reserves 
was resumed, after a temporary halt in the previous year, 
and these now stand at the record level of some eight 
months’ imports. The one black spot on an otherwise 
favourable balance sheet for the Spanish economy in 
1964 (apart from the vagaries of the harvest) was the rise 
in the price level in the latter half of the year, particularly 
for food.?°* Food shortages were partly related to the 
low producer prices which had prevailed for some crops, 
such as potatoes, in 1963, which resulted in a smaller 
cultivated area in 1964, and partly to the rise of consumers’ 
demand for meat and dairy produce, associated with 
higher real domestic incomes and the influx of tourists, 
while as a measure of agricultural support a less liberal 
import policy was pursued than in the previous year. 
Moreover, support prices for the principal crops were 
raised in July, with effects on retail food prices. 


When it became apparent that the sharp rise of food 
prices from June onwards was likely to persist, and risked 


202 Imports of machinery and equipment nevertheless rose in 
value by about 20 per cent in 1964, against over 40 per cent in the 
previous year. Also, there was only a small increase in capital issues 
for the private sector, which had risen substantially in 1963. 

203 Evidence of this is the drop by one-fourth in the number of 
new tractor registrations. 


aus The other major sector where prices increased substantially was 
clothing, where it appears that structural rigidities in retail distribu- 
tion, rather than increases in production costs, were responsible. 

205 Imports of frozen meat in the first five months of 1964 were 


only 10 per cent of the whole year 1963, and in April it was an- 
nounced that they would be suspended completely. 


creating a generally inflationary atmosphere, the Govern- — 
ment introduced a comprehensive set of measures in 
November 1964. Customs duties on all items were cut by 
5 per cent and imports of certain foodstuffs and industrial 
products were completely liberalized or quotas enlarged. 
In particular, in order to prevent a further increase in 
prices during the Christmas season, state imports of 
essential foodstuffs were enlarged in the following three 
months. The measures relating to tariffs and quotas are 
likely to have a greater impact on certain industrial than 
on food products, and a review of agricultural support 
policies has been promised with a view to reconciling the 
legitimate interests of the farmers with the needs of 
internal financial stability and planned economic devel- 
opment. Also, various measures are envisaged to reduce 
costs and improve the efficiency of the distributive system, 
including the establishment of adequate refrigeration 
facilities which would contribute to stabilizing prices of 
perishable foods. An immediate measure aimed at 
introducing greater competition in wholesale marketing 
was the authorization of direct sales from farm to city 
for fruits and vegetables, which met with considerable 
initial $иссез$.206 


The strong balance-of-payments position gives Spain 
considerable leeway in using imports as a safety valve for 
increasing supplies of agricultural produce in the short 
run; but that is not, of course, a substitute for measures 
to improve costs and efficiency in domestic agriculture. 
Furthermore, the measures so far taken appear to have 
had only a limited effect on prices. 


The present rate of agricultural price increase cannot 
continue indefinitely without prejudice to the development 
plan, since its impact could not fail to spread to other 
sectors, obliging the authorities in the last resort to 
restrain the growth of demand, including development 
expenditures.” As long as this can be avoided, and cost 
pressures overcome by other means — notably by raising 
productivity — the greater the chance that the longer-run 
prospects of implementing the development plan and 
pursuing the transformation of the Spanish economy will 
not be prejudiced. As noted in another ECE study and 
confirmed by developments in 1964, long-run success 
will depend henceforth very much on a sufficiently rapid 
adjustment of agriculture.2° 


Portugal 


Drought resulted in a 6 per cent fall of total agri- 
cultural output in 1964, and affected all the principal 
crops. Apart from the two-year olive cycle, there was a 
serious decline, of about one-fourth, in production of 
wheat; this was partly due, however, to a reduction in the 
sown area — а reduction which is being sought in a 


a For details (in English) of the various measures undertaken or 
envisaged see Banco Central, Boletin Informativo, November 1964. 
A review of public financial assistance for dwellings construction is 
also to be made, so as to limit such assistance to popular housing. 
In the meantime licensing of luxury housing has been suspended. 


и Те cost-of-living index in December 1964 was 13 per cent 
higherthan a year earlier. Nearly the whole of this rise occurred from 
June onwards. 


208 See the Survey for 1962, Part 2, Joc. cit. 
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_ longer-term context.2° Output in other sectors rose 


faster than in 1963 — particularly in services, but also in 
energy, construction and the food-processing and metal- 
working industries. The final result was a somewhat smaller 
rise in the volume of national product, amounting to 


_3.8 per cent, against 4.4 per cent in the previous year. 


Foreign demand was the most dynamic element of 
final expenditure, exports rising by 21 per cent (in value), 
an increase fairly widely spread over most categories, 


_ including industrial products. Fixed investment, on the 


other hand, slackened markedly from the previous year, 
especially in the public sector, where a 7 per cent increase 
in 1964 succeeded one of 34 per cent. Public investment in 
energy and transport declined as major projects of the 
second development plan were completed, but this was 
partly offset by work on new projects noted above. The 
growth of private investment was less than half that of 


_ 1963 (a rise of 3.3 per cent), and fell off markedly in 


agriculture. Investment in manufacturing rose more than 
in the previous year and there was a sharp increase, 
amounting to some 20 per cent, in dwelling construction. 


Owing to a more than doubling of food imports required 
to meet rising consumption and the shortfall of agri- 
cultural output, the trade deficit again widened. The 


20° A four-year programme to this effect was launched in 1963, by 
the end of which subsidies for wheat growing would be eliminated 
and credits gradually reduced. (See the Survey for 1963, loc. cit.) 
However, as a special relief measure wheat producers were granted 
extraordinary subsidies by a law of September 1964, which will also 
apply in 1965. 


7. NOTE ON 


The development of the Yugoslav economy in 1964 
was characterized by the continuation of rapid expansion 
in conditions of strong inflationary pressure and an 
increasing trade deficit. The 12.5 per cent rise of national 
output marked a deceleration from the previous year’s 
expansion of 16 per cent — which, in turn, had represented 
a recovery from the much lower growth rates of 1961 and 
1962 when disinflationary policies were applied. The 
re-emergence of inflationary pressure in 1964 led to the 
introduction of measures of credit restraint towards 
the end of the year, but national output is expected to 
increase by 9 per cent in 1965. 


Domestic supply 


A high level of domestic and foreign trade, coupled 
with a sharp increase in imports of producers’ goods, 
resulted in a rapid expansion of production in all sectors 
of the economy except agriculture, where the rate of 
growth was below that of 1963. Employment outside 
agriculture rose by 5-6 per cent as compared with the 
previous year; and productivity increased faster still. 


About one-half of the increase of 16 per cent in total 
industrial output was attributable to the rise of productivity. 
Significant divergences in the growth rates of individual 
branches were related not only to the varying intensity 
of demand but also to capacity margins and supplies of 
material inputs. The tobacco industry achieved the 
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balance of invisible items is not yet known, but revenue 
from tourism expanded considerably, the number of 
foreign visitors being twice that of the previous year and 
passing the million mark. Moreover, exchange reserves 
rose more than in 1963, which probably reflects official 


long-term borrowing in connexion with the development 
plan.?2° 


Demand pressure, particularly for food, was mitigated 
by the rise of imports, but even so retail prices rose by 
3.5 per cent during the year. 


The budget for 1965 provides for an increase of 13 
per cent in total expenditure, of which more than one-half 
is earmarked for defence.*4 Allocations for productive 
investment, on the other hand, are some 9 per cent lower 
than those budgeted for 1964. Official external borrowing 
will be reduced by one-fifth from the 1963 level,242 and 
the balance of revenue is to be derived from greater 
domestic borrowing and higher tax yields — mainly 
from direct taxes, thus reversing the tendency in recent 
years for indirect taxes to absorb an increasing share of 
total tax revenue. 


210 There was also an improved trade balance of the overseas 
provinces with third countries. 


211 Tt may be noted that in 1963 defence expenditure accounted for 
37 per cent of actual budget outlays, and exceeded the estimates by 
nearly 30 per cent. 


212 Tn January 1965 the first Portuguese public bond issue in the 
United States was raised, in the amount of $20 million, for the 
financing of development expenditures in the 1965-1967 interim plan. 


YUGOSLAVIA 


fastest expansion, of 40 per cent (capacity being fully 
utilized thanks to the very good 1963 crop); and there 
were increases of 33 and 26 per cent respectively in the 
output of electrical engineering and other metal-using 
branches (both stimulated by the rapid increase in 
investment, demand for consumers’ durable goods and 
exports, and supported by a considerable increase in 
imports of semi-manufactured metal products). Output 
of the chemicals, paper and footwear branches rose by 
21-22 per cent, in response to keen demand for fertilizers, 
artificial fibres, plastics and export of footwear; that of 
timber and construction materials by 18 and 14 per cent 
respectively (favoured by the construction boom and 
export demand); and the textiles branch registered a 
12 per cent increase (stimulated by exports, by an increase 
of farm income and by the introduction of new products 
designed for townspeople). The 12 per cent rise in food 
processing was greatly helped by a further rise in agri- 
cultural output and exports. By contrast, the continued 
laggard performance of the steel and non-ferrous metal 
industries, with rates of growth of 10 and 3 per cent 
respectively, widened the disparity between the needs of 
metal-using industry and the capacity of metal making. 


Following an increase of 10 per cent in the record 
previous year (and an 8 per cent average over the last 
seven years) agricultural output rose in 1964 by 5 per cent 
(crop and livestock production moving in parallel). The 
wheat crop suffered from a heatwave in mid-summer 1964 


у 


socialist sector 21 
private sector was 
though output in this sector was 
level. Agricultural expansion has owed 


t a record | : 
‘to the improvement in the terms of trade of agri- 


Ро Baie in recent years, which has stimulated co-operation 


between individual farmers and general co-operatives — 
the principal means of bypassing the problem of frag- 
mentation of farms, as well as to the extension of modern 
techniques. Credits, granted on easier terms, and 
guaranteed markets for available surpluses also contri- 
buted to higher production in farming. The increase 
(absolute and relative)in the cultivated area of the 
socialist sector, mainly at the expense of land owned by 
part-time cultivators who tend to neglect farming, was a 
further contributory factor. — Г и 


Domestic demand 


Total expenditure on consumption and investment in 
money terms was allowed to rise at a rate which was 
almost twice as high as that of real output. The difference 
was Offset to only a small extent by the sharp increase in 
the deficit on current account. 


The growth of investment demand was particularly fast 
during the first nine months of the year, and was the 
origin and the principal factor of inflationary pressure. 
The increase in the volume of fixed capital formation is 
officially estimated at 17 per cent as compared with 
1963; in value terms it may have slightly exceeded 30 per 
cent. The implied rise in prices was partly accounted 
for by substantially higher wages than in 1963 in the 
building and construction industry. 


Consumers’ demand also expanded fast in 1964. 
According to official estimates, total disposable income of 
the non-agricultural population increased by about 
30 per cent (corresponding to an increase of 24 per cent 
per capita) ог by about 11 per cent in real terms.25 
Real wages in industry increased faster, exceeding the 
growth of productivity.24° Agricultural income must also 


213 Suitable strains of seed were not always found for different 
regions and different climatic conditions; and lack of experience in 
the application of advanced agricultural techniques was reflected in 
faulty use of fertilizers. 


A *14 The socialist sector accounts for 13 per cent of cultivable area, 


25 per cent of output, and for roughly 35 per cent of the marketable 
surplus. 


215 Tt would appear that the estimate of disposable income reported 
in the Parliamentary debate on the Plan for 1965 includes the net 
increase in consumers’ credits in the course of 1964. The amount of 
such credit outstanding rose by.45 per cent from December 1963 to 
December 1964, to reach the sum of 426 billion dinars. The share of 
this credit expansion in the reported increment of 30 per cent in 
“ disposable income ” must have been considerable. 


*16 The shift in the distribution of industrial income was part of a 
new long-term policy intended to raise the prevailing low share of 
labour in value added. This would stimulate enterprises to economize 
with labour input and, as a result, put more stress on the growth of 
productivity. Moreover, the new policy would serve the objective of 
raising the share of consumption in national income. 


income, since they tended to increase their inves 
ratio in response to the improved conditions in : 
culture. % ae р 
On the basis of available information, the rise in private 
consumption may be roughly estimated at 25 per cent at 
current, and at 10-12 per cent at constant, prices re-— 
spectively. Social consumption probably rose less, since — 
the total increase in budget expenditure did not exceed — 


15 per cent. 


Indicators of economic activity in Yugoslavia, 1962 to 1965 Plan 
1956-1961 


nui) 1964 1965 
Indicator varie 1962 1963 Plan Actual Plan 
_ (constant prices) compound ~ Percentage increase from 
НО previous year 
(percentage ) 
Gross material product . . 10.3 5-16) SOF az See. 
Industrial production 127 7 1601: 16 № 
of which : : 
Consumers’ 20045. . . 14.0 li iT 16 
Capital goods Sg et ol AO. 1 15 19 
Intermediate goods. . . 5 11 15 15 
Output per worker in indus- 
try fs ae See 5.0 4.6 12 dined Я 
Agricultural output 8.1 45 1030! бл 3 
Gross fixed investment . . 11.5 52 18 10 17 —4 
Personal consumption 9.3 2:16 ~ 10 10-12" 
Exports:(value)) 2) 11.6 вам 130.122 
прог (value). 3 =~ 13.2 —4 19 4 25:01 2255 
Non-agricultural employ- : 
Ment yh ee ee 7.0 2 3 4 5-6* 33 
Registered unemployed @ 
О ве с 192 130 103 97 
Sources : National statistics and Press reports. 
@ October. 


The balance of payments 


The increased deficit on current account largely 
reflected the lack of internal balance of the economy; 
but some specific factors also influenced the develop- 
ment of exports and imports. 


The extension of capacity, together with an improve- 
ment in the structure of output and an increased degree 
of manufacturing, contributed to a 13 per cent rise in the 
value of commodity exports (against an annual average 
of 14 per cent in the 1956-1963 period). Exports of 
services increased by over 15 per cent (revenue from 
tourism again went up by about one-third to reach a 
value of $90 million). Total commodity imports rose by 
25 per cent *17 (against a 12 per cent annual growth in the 


17 Fven though imports are subject to a considerable degree of 
control, the increase of imports was far larger than planned. This 
development can be explained by two reasons: first, when pressure 
develops in a given sector the Government cannot long resist 
recourse to imports. Second, in 1964 the Yugoslav Foreign Trade 
Bank was authorized to sign contracts with enterprises, whereby the 
former supplied foreign exchange (including borrowing above the 
original plan) against the latter’s obligation to export a part of pro- 
duction. In this way the Government was prepared to tolerate 
imports in excess of plan provided that they were accompanied by a 
commensurate increase of exports. However, a large number of 
enterprises defaulted on these obligations. 
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_ 1956-1963 period), whereas imports of services increased 


relatively little — by about 5 per cent. The increment 


_ Ш total commodity imports was mainly due to а sharp 


rise in imports of materials, which in turn was partly 
caused by the discrepancy between the capacities of the 
metal-making and metal-using industries. 

The deficit on current account increased from $75 
million in 1963 to about $180 million in 1964; it was 
financed by a net capital inflow, and a reduction in 
foreign exchange reserves from $98 to $74 million. 


The problems of inflationary pressure and planning 


The excessive rise of demand and the ensuing difficul- 
ties in implementing the proportions of the plan were 
closely related to the credit policy pursued in 1964; a 
rather liberal wage-policy combined with a further rise 
in budgetary expenditure also contributed to the lack of 
balance between demand and supply and the consequent 
increase of prices. 

The particular importance of credit policy in Yugoslavia 
stems from the three following functions which credit is 


‘called to perform: to supplement the available decentral- 


ized resources; to influence their distribution between 
investment in fixed and working capital at the enterprise 
level; and to help to implement the planned pattern of 


~ investment by sector and industry. 


However, for a fuller understanding of developments 
in 1964, two additional points should be kept in mind: 


(\the strong investment drive at the level of the enterprise 


and commune; andthe impact on the investment-resources 
of the central government of the progress of decentraliza- 
tion, given its responsibility for financing the development 
of basic industries. 


The first point, closely linked with the growing auton- 
omy of enterprises and local authorities, has become a 
more or less permanent feature of the Yugoslav economy, 
and has resulted in local pressure to obtain additional 
investment funds from the banking system. As experience 
has shown on a number of earlier occasions, enterprises — 
often supported by communal authorities — take advan- 
tage of every opportunity to increase their own investment 
resources; they do so particularly by switching part of 
their own working capital to fixed assets or by converting 
their sight deposits into time deposits,”1* while applying 
to the banks for short-term credits. This often confronts 
the credit authorities with an unenviable dilemma: 
either to abide by the original credit plan but endanger 
growth, or to meet the unplanned short-term credit 
requests of enterprises at the expense of upsetting the 
overall balance of the economy. In the first half of 1964, 
however, the policy pursued by the credit authorities 
was extremely liberal,”!° as it had been decided from the 
outset that finance should be granted for any production 
for which there was adequate demand. This, of course, 
served as an incentive to enterprises to press ahead with 


218 Enterprises with savings deposits are granted priorities in the 
allocation of credit for new investments. 

219 In the first nine months of the year, total liquidity created by 
the credit system was augmented by roughly 700 billion dinars, 
against 450 billion in 1963 and 360 billion in 1962. 


their own policies, and this ultimately pushed the level of 
Investments well beyond the planned figure. 


The second point is also related to decentralization, but 
it should be viewed in the-context of the specific position 
of basic industries and the responsibility of the central 
government for their.de nent. Owing to the vigorous 
price controls which are maintained in this field, these 
industries-operate at low profit margins, and are hence 
almost entirely dependent on the.cen overnment for 
any extension of capacity. The recent moves towards 
further decentralization have led to a reduction of the 
resources of the central government,?2° but its financial 
obligations for the development of the basic industries 
have diminished much less — a situation which is bound 
to prevail until price reforms are completed. With strong 
local pressures for high rates of investment in other 
sectors, the central authorities have apparently been 
unwilling to make cuts elsewhere, or to resort to an 
adequate degree of compulsory borrowing; as a result the 
gap between the investment needs of basic industries 
and the available resources of the central government 
have had to be financed in an inflationary manner. 


The steep rise in consumers’ credit (see footnote 215 
above) contributed to the excess of global demand over 
supply, which generated an upward movement of prices 
in addition to the price increases which followed price 
reforms in agriculture and some basic industries (the 
latter accounting for about two-thirds of the total rise of 
producers’ prices). Industrial and agricultural prices 
paid to producers rose by 4 per cent and 21 per cent, 
respectively; there was a 9 per cent increase in retail 
prices; and the cost-of-living index (including services) 
went up by 12 per cent. 

Since September 1964 a series of disinflationary meas- 
ures has been introduced with the purpose of putting 
a brake on the capacity to invest as well as of restraining 
the expansion of the various categories of consumption. 
The three federal banks (Investment, Foreign Trade and 
Agricultural) and the republican commercial banks are 
now obliged to allocate not less than 25 per cent of their 
new lending to working capital; 25 per cent of liquid 
investment assets have been blocked, the reserve ratio of 
the banking system has been raised from 20 to 30 per cent, 
credits to households are reduced, and 15 per cent of all 
budgetary revenues are blocked. 


The prospects for 1965 


Economic policy in 1965 will be dominated by efforts to 
redress the internal balance and to reduce the foreign 
trade deficit, while continuing to aim at rapid growth. 
In order to achieve the first objective the plan provides for 
a slower rise of domestic demand than of total output. 


220 1 this context, it is worth noting that in 1964 a series of 
measures in the direction of further decentralization were intro- 
duced. Thus, the 20 per cent tax on enterprises’ profit was suppressed, 
and so was the 15 per cent federal tax on their added value in 50 per 
cent of all industries, whereas the rates of the federal turnover tax 
were reduced on almost all products. This raises enterprises’ share 
in the overall resources for fixed capital formation from 30 per cent 
prior to the reform up to some 50 per cent afterwards. These measures 
of decentralization supplement steps already taken to establish a 
limited capital market (see the Survey for 1963, Chapter Ш). 
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For this reason, the figures shown differ in many 

fron those given in national publications, or in other 

ions of the United Nations and its specialized agencies. 

the methods of compilation have been chosen with a view 

> the special use for which the data are intended. This does not 

sarily mean that for other purposes other methods might not 
been preferable. 

‘Where a table gives totals for a panier of countries, these totals 


always refer to the same group of countries for each period shown. 


In cases where figures for a given country are not available for one 


or more periods, estimates of these missing figures are included in 


statistical bulletins, sources te eae trade alates 
national statistics, see the Economic Survey of = 
Appendix В. 2 

In the sources to certain tables relating to eastern Bur. 
the Soviet Union, reference is made to plans and plan-f 
reports. The sources in which such information can be found ai 
set out in the table below (reference is to the list of sources following 
the table). 


Plan-fulfilment report = 
Country 2 == = ЕЕ 
1965 1965 
1 8 1963 1964 1965 long-term revisions 1970-1980 1962 1963 1964 
P Albania... . Аа Aa A B = А 
. (26.ХП.62) (18.ХП.63) (22-23.XII.64) (У and V.59) (11.61) а (27.1.63) (29.1.64) — `@9.1.65) 
SBulgaia. ... . ce с С с С с с с 
Г” (29-30.X1.62) (11-12.ХП.63) (26.ХН.64) (13.V.62) (16.1X and (27.1.63) (31.1.64) (30.1.65) ^ 
6-20.X1.62) 
D 
am (VIII.62) 
Czechoslovakia . . E® E E E E E E 
(9 and 25.1.63) (12.1.64) (8.1.65) (9. VII.60) (2.11.63) (11.10.64) (29.1.65) 
Eastern Germany . F F F G с Е Е F 
(2.ХП.62) (5.Х.63) (15.1.65) (14.Х.62 and | (21.11.63) (26.1.64) (13.1.65) 
16.1.63) 
HManeary.. . . . - но H H I J H H H H 
(24.XII.62) (24.ХИ.63) (24.ХП.64) (Х.59) (17.Х.61) (21.X1.62 and | (20.1.63) (19.1.64) (17.1.65) 
1.11.63) 
POlAUNG = of. «63 K K K L a L M M M 
(No. 89.62) (No. 96.63) (No. 87.64) (IV.59, VII.60) (УП.64) (21.11.63) (11.11.64) (11.11.65) 
M 
(11.11.61) 
Rumania N N N N N N 
(30.ХП.62) (27.ХП.63) (27.ХП.64) (19.У.60 and (19.V.60 and | (1.11.63) (1.1.64)  (31.1.65) 
= 21.\1.60) 21.У1.60) 
Soviet Union . O О Р О О О О O р 
(11.ХП.62) (17.ХИ.63) (10.ХП.64) (8.11.59) (18.Х.61 and (19.Х.61) (26.1.63) (24.1.64) (31.1.65) 
17.ХИ.63) 
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@ Scattered indicators. 


Ь Revised during 1963. 


с New Seven-year Plan, 1964-1970. 
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